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Preface

The purpose of thi s compendium is to
assemble in one volume results from all of the
recent studies conducted in the international
income and taxes area by the Statistics of
Income Division, Internal Revenue Service. The
majority of data presented here are for Tax
Years 1984 through 1988. The material selected
for this compendium is comprised chiefly of
articles, tabulations of data, and facsimiles of
tax forms and instructions. This material is
intended as a reference source for economists,
statisticians and other researchers with
interests and responsibilities in the
international area. However, the reader
unfamiliar with these studies can also gain an
understanding of them from the articles.

As briefly mentioned above, this compendium
contains a variety of material. It begins with,
a paper that provides an overview of the studies
conducted by the Statistics of Income Division
in the international area. There are also
twelve articles which were previously published
in the Statistics of Income Bulletin. (For
citation purposes, these Statistics of Income
Bulletin articles are listed separately as part
of this preface.) Several articles and
tabulations of data are presented for the first
time in this compendium. Finally, there is a
section showing facsimiles of the forms and
schedules filed with the Internal Revenue
Service and used as bases for the studies. This
section also contains facsimiles of selected
instructions for the forms and schedules.

With the exception of the Overview (Section
1) and the Forms and Instructions (Section 15),
the Comendium of Studies of International
Income and Taxes is organized such that each
section contains information on a specific
topic. The topics covered include:

1. Corporate foreign tax credit
2. Controlled Foreign Corporations
3. Foreign Sales Corporations
4. Interest Charge-Domestic

International Sales Corporations

5. Domestic corporations with 50 percent -
or more ownership by a foreign entity

6. Foreign corporations with income
derived from U.S. sources

7. U.S. possessions corporations
8. International boycotts
9. Individual foreign tax credit and

foreign earned income
10. Foreign recipients of U.S. income
11. U.S. partnership income of foreign

partners
12. Foreign trusts
13. Nonresident alien estates

Itz- i S suggested that readers using thi s
compendium begin by looking at the overview and
then the introductions at the beginning of each
section. Each introduction includes a table of
contents for that.section. %1.

Specific information for a given topic on
sample selection and variability and nonsampling
data limitations is included in the "Data
sources and Limitations". section of the articles
contained in this compendium. In addition to
thi s information, a general description of
statistics of Income (SOI) sampling procedures
and data limitations is available in the
Appendix of the Statistics of Income Bulletin.

The current volume represents only a
sampling of the statistical information that
might be of value to practitioners and
researchers. The Statistics of Income Division
also produces other tabulations of data that are
not published due to space limitations. In
addition, because- of disclosure considerations,
no microdata public use tape files can generally
be released. However, special tabulations not
included in thi s compendium can be produced,
using SOI data, upon request on a reimbursable
basis. Requests for this service should be
addressed to the Director, Statistics of Income
Division, R:S:F, Internal Revenue Service,
Washington, DC 20224.
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Section 1

Contents

Introduction, p. 1.

Overview of Studies of International
Income and Taxes

parts . The first part deals with those studies
that pertain to the activities of U.S. persons
abroad; the second deal s wi th studies that
pertain to the activities of foreign persons
within the United States. Within the two parts
are sections dealing with each study. These
sections include a brief explanation of the
applicable tax law and some selected data.

The re
a
der is referred to Sections 2 through

14 for more complete discussions and data
presentations of each SOI study. Copies of tax
forms and instructions related to the studies
are contained in Section 15 of this compendium.

"Statistics of Income Studies of
International Income and Taxes: A
Description of the Studies," p. 3.

This section is designed to provide the
reader with an introduction to the various
foreign and international area studies conducted
by the Statistics of Income (SOI) Division of
the Internal Revenue Service. The paper
pntained in this section is divided into two

1



Statistics Of Income Studies Of International Income And
Taxes

By DeWitt R. Long

I. INTRODUCTION

.
The Statistics of Income Division of the

Internal Revenue Service conducts a number of

studies dealing with international income and

taxes. These studies can be divided into two
broadly-defined groups. One group includes

studies dealing with the foreign activities of

U.S. persons. The other group deals with the

activities of foreign persons within the United

States .

In general, the nature of the U.S. tax
system that a taxpayer faces depends upon the
identity of -the taxpayer. The United States
generally taxes U.S. persons on their worldwide
income or property (in the case of estate
taxation), regardless of where the income is
earned or where the property is located. On the
other hand, the United States usually taxes
persons who are not U.S. persons (i.e., foreign
persons) only on the portion of their income or
property that is in someway related or connected
to the United States. Therefore, the deter-
mination of whether a taxpayer is a U.S. or
foreign person is critical to determining the
nature of the U.S. tax system that the taxpayer
faces. A U.S. person is any citizen or resident
of the United States, a domestic partnership or
corporation, and any estate or trust that is not
considered foreign. A foreign person is any
person who is not a U.S. person.[13

Part II of this article, Foreign Activity of
U.S. Persons, describes those studies that deal
with the International activity of U.S. persons.
These studies include the following: Corporate
Foreign Tax Credit, Controlled Foreign
Corporations, Foreign Sales Corporations,
Interest Charge-Domestic International Sales
Corporations, U.S. Possessions Corporations,
International Boycotts, Individual Foreign Tax
Credit and Foreign Earned Income, and Foreign
Trusts. Part III of this article, Activity of
Foreign Persons in the United States, describes
those studies that deal with activity conducted
within the United States by foreign persons.
These studies include the following: Domestic
Corporations Controlled by Foreign Persons,
Foreign Corporations With Income Derived from
U.S. Sources, Foreign Recipients of U.S. Income,
U.S. Partnership Income of Foreign Partners, and
Nonresident Alien Estates. Part IV, Plans for
Future Studies, describes the plans for the

-studies of international income and taxes for
the period between 1988 and 1993. This section
also describes several other studies for which
data will be available in the future.

II. FOREIGN ACTIVITY OF U.S. PERSONS

Corpora e Foreian Tax Credl±

One problem faced by U.S. corporations
engaged in business activity outside the United
States is the double taxation of income. Double
taxation usually results when the foreign-source
income of a U.S. person is taxed both by the
foreign country where the income is earned and
by the United States. The foreign tax credit
was enacted in 1918 to alleviate the problemof
conflicting tax burdens imposed on U.S. tax-
payers.[21 The United States allows U.S. tax-
payers a credit against their U.S. tax liability
for income, war profits and excess profits taxes
paid or deemed to have been paid to foreign
countries and U.S. possessions.[31 The taxpayer
may instead deduct its foreign taxes from its
gross income under section 164 of the Internal

i Revenue Code. However
.

if a deduction Is chosen,
the taxpayer is not allowed to credit any foreign
ta

xe
s. A credit is allowed for both taxes paid

or accrued directly by the taxpayer and taxes
paid by a foreign subsidiary of the taxpayer when

the subsidiary makes a distribution to the tax-

payer.

Prior to calculating the actual foreign tax

credit, the taxpayer must determine its

creditable foreign taxes.[43 This determination

requires an analysis of each separate levy

Imposed by a foreign country to determine whether

the levy is an income tax in the U.S. sense.[5)

Also, the taxpayer must determine the amount of

the tax that is actually creditable
,

because

certain tax payments, such as foreign taxes

reasonably certain to be refunded, can not be

credited. However, even if the levy is not

considered a creditable income tax, It may still

be creditable as a tax in lieu of an income tax.

A levy Is a tax in lieu of an income tax if the

le
vy

is a tax and it is imposed in substitution

for, and not in addition to, a generally imposed

inc

ome
tax.

As noted above, a domestic corporation
receiving a dividend from a foreign subsidiary
can claim a credit for foreign taxes actually
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paid by the subsidiary. Such taxes are deemed
to have been paid by the domestic corporation
receiving the dividend. For a U.S. corporation
to claim a credit for taxes deemed paid, it must
own at least ten percent of the foreign
corporation's voting stock. Also, credit may be
taken for taxes paid by second- and third-tier
foreign subsidiaries, provided that the product
of each tier's ownership level is at least five
percent. The allowable credit for foreign taxes
deemed paid is equal to the foreign taxes paid
by the foreign subsidiary multiplied by

t
he

ratio of the dividend paid to the foreign
subsidiary's earnings and profits.

Once creditable foreign taxes, both paid or
accrued and deemed paid, have been determined,
the taxpayer must compute the limitation on the
allowable credit. The foreign tax credit
limitation limits the foreign tax credit to what
the U.S. tax would be on foreign-source income.
The foreign tax credit limitation must be
computed separately for different types of
income. For tax years beginning prior to 1987,
the credit was computed separately for five
types or "baskets" of income. These baskets
were Section 904(d) Interest income, dividends
from a Interest Charge-Domestic International
Sales Corporation QC-DISC) or former DISC,
taxable income attributable to the foreign trade
income of a Foreign Sales Corporation (FSC),
distributions from a FSC out of earnings and
profits attributable to foreign trade income,
and all other income.[61 For tax years ending
after 1987, a taxpayer must compute the foreign
tax credit limitation separatelyfor nine types
of income. The post-1986 baskets are passive
il~icome, financial services income, high
withholding tax interest, shipping income,
dividends from each noncon- trolled Section 902
corporation, dividends from an IC-DISC or former
DISC, taxable income, attributable to the foreign
trade income of a FSC, distributions from a FSC
out of earnings and profits attributable to

$23,579
26.358
24

:88302
" 9li,420
22 261
27:11

9

Figure A.-Foreign Tax Credit Claimed on Corporation Income Tax Returns, 1976-1988
(money amounts in millions of dollars]

Tax
Year

1976 .................
1978 .................
M80 .................
9 2 .................198

.................1986

......... - .... *1988 .................

Number
of

Returns

All Returns

Fore I gn
Tax Credit

Claimed

6,513
6,039
6
4: 9"4
4

,
841

4
,
106

4
,
787

'Total foreign taxes available

foreign trade income, and all other income.[71
When computing the foreign tax credit
limitation, the taxpayer must determine gross
foreign-source income, reduced by deductions
that are properly allocable to foreign-source
income and the ratable part of any deductions
not definitely allocable to any particular
income. In addition, income, deduc tions and
taxes must be allocated to the approp riate
income basket. If a taxpayer has creditable
foreign taxes in excess of the foreign tax
credit limitation, the taxpayer may be able to
credit the taxes in another year. The taxpayer
can carry the taxes back to two prior years or
forward to up to five succeeding years.

A corporation that chooses to claim a
foreign tax credit must file a Form 1118,
Computation of Foreign Tax Credit -
Corporations, with its corporate income tax
return. A separate Form 1118 must be filed for
each income basket. On the Form 1118, the
taxpayer must report all foreign-source income
and deductions and foreign taxes for each
foreign country in which income was earned or
taxes paid. The corporation must calculate the
foreign tax credit limitation for each income
basket. The foreign tax credit for each basket
is the lesser of creditable foreign taxes or the
foreign tax credit limitation. The total
foreign tax credit is the sum of the credits for
each income basket.

Figure A contains selected foreign income
and tax data reported on Forms 1118 filed for
selected years between 1976 and 1988. The
substantial drop in the foreign tax credit
between 1980 and 1982 was the result of the
worldwide recession that occurred in the early
1980's.(83 Since 1982, foreign income and taxes
have increased to pre-1982 levels. By 1988,
foreign-source taxable income had surpassed the
1980 level and total foreign taxes were nearly
equal to the 1980 amount.

Number
of

Returns

6,136
5,219
6 046
4:93

1

4
,

809
4 409
4:230

Returns with Form 1118 Filed

Foreign
Taxable
Income

Total
Fore I gn
Taxes*

$55,414
65,150
70 541
59:482
63,588
65.809
99,865

$43.863
59,912
34.207
40,265
28,605
28,467
33,358

Fore I gn
Tax Credit
Claimed

$23,547
26,344
24,B67
18,932
21,407
22,258
27,111

for credit (including carryover of prior year taxes) before reduction for certain foreign taxes.

Controll2d Egreign Corporations

A corporation is generally treated as a

legal entity separate and distinct from its
shareholders. Given this separate status, a
corporation is generally taxed separately from
its shareholders. The corporation usually has

an effect on a shareholder's taxation only when

the. corporation actually distributes its
earnings to the shareholder, such that If no

distribution occurs, the earnings of the

corporation are only taxed at the corporation's

level.[91 When the corporation eiists in a
different country than its shareholders,
differing tax rules may create incentives for
shareholders who control the corporation to
shift income to the corporation. [101 Since the
United States usually does not tax a foreign
corporation that has no contacts to the United
States (other than the fact that its
shareholders reside In the United States),
controlling U.S. shareholders of the foreign
corporation may wish to accumulate income in the
foreign corporation. Prior to 1962, this income
could indefinitely avoid U.S. taxation. The
Subpart F provisions of the Internal Revenui-

Code were enacted in 1962 to address thi s
problem.[111 Under Code section 951 , a U.S.
shareholder of a Controlled Foreign Corporation
(CFC) must include In gross income the
shareholder's pro rate share of certain income
of the CFC. This includable income includes the
CFC's Subpart F income, the CFC's increase in
earnings invested in U.S. property, any
previously excluded Subpart F income withdrawn
from qualified investments in less developed
countries and in foreign base company shipping
operations, any previously excluded export trade
income withdrawn from investmints in qualified
export assets, and factoring income.

The main requirement for the application of
this tax system is that the foreign subsidiary
must be a Controlled Foreign Corporation (CFC).
In general, a CFC is any foreign corporation
with more than fifty percent of either the total

Figure B-Controlled Foreign Corporations, 1976-1988
114oney amounts in millions of dollarsl

Tax
year

1976 ....................
1980 ....................
1982 ...................
1984 ....................

~
986
988..---1*11-111..................

Number
of

returns

757
951

1 .034
1 103

714
751

Number
of

CFC' s

21.071
24,138
26,993
27,003
7,500
7,500

Tota I
assets

$285,442
477,828
557,209
595,406
740,396
953,787

combined voting power or the total value of its
stock owned or considered to be owned by U.S.
shareholders. A U.S. shareholder is a U.S.
person who owns at least ten percent of the
foreign corporation's combined voting power of
all classes of stock entitled to vote. If a
foreign corporation Is a CFC for an
uninterrupted period of thirty days, then the
inclusion noted above is required.

The Subpart F income of a CFC includes the
following: (1) insurance income; (2) foreign
base company income; (3) international boycott
participation income; (4) the sum of illegal
bribes and other payments made to government
officials that would be unlawful under the
Foreign Corrupt Practices Act of 1977; and (5)
income derived from a country which is not
recognized by the United States, with which the
United States does not conduct or has severed
diplomatic relations, which repeatedly provides
support for acts of international terrorism, or,
for tax years beginning after January I , 1988,
the Republic of South Africa.[123

If a foreign corporation is a CFC for thirty
uninterrupted days, every United States
shareholder on the last day of the CFC'e tax
year must include its pro rata share of the
CFC's includable Income in the shareholder's
gross income. To fulfill this requirement, the
taxpayer must file a Form 5471, Information
Return With Respect to a Foreign Corporation,
for all foreign corporations in which the person
owns more than fifty percent of the stock.[131
This information return is filed as part of the
U.S. corporate return. On the Form 5471 , the
taxpayer must report certain identifying
information; the income, assets, and liabilities
of the CFC; distributions made by the CFC; and
the CFC's transactions with related parties.
This Information serves as the basis for the CFC
data.

Figure B contains data for CFC' s for
selected years between 1976 and 1988. Data for

Controlled Foreign Corporations

Business
receipts

Current
EV

b
e

, :fx0. r -

$342,777
652,490
647,877
624,530
589,885
817,309

$23,479
44,502
36.696
48,592
56.591
78,920

Fore I gn
i ncome
taxes

$B. 630
15,316
14.077
19,663
19,035
23,663

Tots I
distributions

$6.569
13,421
14,650
17.429
21 731
45,386

.Current earnings and profits (less deficit) before taxes.
-

P
re

I
iminary data.

Mote: Data for Tax Years 1976 through 1986 are for U.S. corporations with total assets of at least $250 million. Data for 1988i

nc
lude U.S. corporations with total assets of $500 million or more. Data for 1986 and 1988 include only the 7,500 CFC's with the

largest amount of total assets.
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1986 and 1988 are only for the 7,500 CFC's with
the largest amount . of tota I assets.
Historically, these CFC's have accounted for
over ninety percent of the total amount for all
CFC's for most financial items. Particularly
noteworthy is the large increase in
distributions made by CFC's during recent
years. Between 1986 and 1988, current earnings
and profits of CFC's before taxes increased by
about forty percent. During this same period,
total distributions of CFC's increased by 109
percent.

Foreicin Sales Cgroorations

A Foreign Sales Corporation (FSC) is a
foreign corporation formed in certain foreign
countries and U.S. possessions for the purpose
of exporting U.S. products. The FSC provisions
of the Internal Revenue Code provide a partial
corporate tax exemption for certain income
earned by the FSC. The FSC was created by the
Deficit Reduction Act of 1984 to replace the
Domestic International Sales Corporation
(DISCY. The DISC was a domestic corporation
whose qualifying export income was not subject
to U.S. income taxation until the income was
distributed or deemed to be distributed to the
DISC's shareholders. The DISC was the subject
of proceedings in the General Agreement on
Tariffs and Trade (GATT) following allegations
by other signatories of the GATT that the DISC
was an Illegal export subsidy because it
received an indefinite deferral of direct taxes
on income earned in the United States from
exports. To resolve the dispute, the 'United
States replaced the DISC with the FSC and the
Interest Charge-Domestic International Sales
Corporation.043

To be eligible for FSC status and the
resultant tax benefits, a corporation must
fulfill certain organizational and foreign
presence requirements. The foreign presence
requirements include requirements that certain
management and economic process activities of
the corporation must be performed outside the
United States.051

The major tax benefit available to a FSC is
the exemption from tax of a portion of the FSC's
foreign trade income. The rest of the FSC's
income is subject to U.S. tax. Foreign trade
income is the gross income of the FSC
attributable to foreign trading gross
receipts.[161 For transactions between a FSC
and a related party, the FSC must calculate its
foreign trade income using the transfer pricing
rules.(171 These pricing rules are the combined
taxable income method, the percentage of gross
receipts method, and the arms length pricing
method. Under the combined taxable income and
the gross receipts methods, a certain portion of
the Income derived from a transaction with a

related party I s al located to the FSC. Under
the arms length income method, the FSC's income
is equal to the amount that the FSC could
independently justify on the basis of its sales
activity.

Once the FSC has determined its foreign
trade income, it must calculate the portion of
foreign trade income that is tax-exempt. For a
FSC with corporate shareholders, the exempt
portion of foreign trade income is either
fifteen twenty-thirds of foreign trade income
(if foreign trade income is determined under
either the combined taxable income or percentage
of gross receipts methods) or thirty percent of
foreign trade income (if foreign trade income is
determined under the arms length pricing
method). For a FSC with all noncorporate
shareholders, the exempt portion of foreign
trade income is either sixteen twenty-thirds of
foreign trade income (if foreign trade income, is
determined under either the combined taxable
income or percentage of gross receipts methods)
or thirty-two percent of foreign trade income
(if foreign trade income is determined under the
arms length priciiii; method). The exempt portion
of foreign trade income is excluded from the
taxable income of the FSC. All other foreign
trade income is treated as nonexempt income and
is subject to taxation at U.S. corporate tax
rates. In addition, all income of the FSC that
is not foreign trade income (e.g., investme

n
t

income) is subject to tax.

Small exporters have the option of electing
small FSC status. A small FSC does not need to
meet the foreign presence requirements noted
above. However, the small FSC's foreign trading
gross receipts may not be greater than
million. If foreign trading gross receipts are
greater than $5 million, the small- FSC lust

meither elect regular FSC status or select those
transactions to include in foreign trading gross
receipts.

A FSC must file a Form 1120-FSC, U.S. Income

Tax Return of a Foreign Sales Corporation. On

the Form 1120-FSC, the FSC must report its
foreign and nonforeign trade income
calculations, tax computations, assets and
liabilities, and certain other information. The

information reported on the Form 1120-FSC is the

basis for the data provided in this compend~um

for FSC's. The Statistics of Income Di
v
is on

conducted studies for FSC returns filed for
1985, 1986, and 1987. The next study will
Include returns filed for 1991.

Figure C contains selected financial data
for all FSC's and regular FSC's for 1987.
Although regular FSC's included only thirty-nine
percent of all FSC returns filed, they accounted
for over ninety-five percent of gross receipts,
ninety-two percent of foreign trade income,

Statistics of Income Studies of Internationai income anu i axes f

Figure C-Foreign Sales Corporations, 1987

[Money amounts in millions of dollars)

Item
All

Foreign Sales
Corporations

:egular
For ign Sales
Corporations

Number of returns .............

Total assets ..................
Gross receipts ................
Total income

Foreign trade ...............
foreign trade

InIc ... i .......Net Ome (less defic t) .....N07
Taxable Income ................
Total tax .....................

2,613

$5,563
84,280

20.287
207

1 .294
1 292

507

1,016

$5 017
80:205

18,748
is

213
:2 0
479

ninety-three percent of taxable Income and about
ninety-five percent of the total tax. The
remaining amounts are attributed to small FSC's.

I r
Cor orations

An Interest Charge-Domestic International
Sales Corporation (IC-DISC) is a domestic
corporation that exports U.S. products. The
IC-DISC was created in 1984 through amendments
to the DISC provisions of the Internal Revenue
Code to make them compatible with. the,
requirements of the General Agreement on Tariffs
and Trade. The IC-DISC is primarily intended to
provide Incentives to small exporters.[183

To qualify to be an IC-DISC, at least
ninety-five percent of a domestic corporation's
assets must be qualified export assets and at
least ninety-five percent of Its gross receipts
must be qualified export receipts.[191
Qualified export assets include export property
and various other property related to
exporting. Qualified export receipts include
gross receipts from the sale of qualified export
assets and various other income related to
exporting.

In general, the IC-DISC is exempt from
taxation. However, certain income of the
IC-DISC is taxed to its shareholders. There are
two components to the taxation of the
shareholders of an IC-DISC. First, the
shareholder is deemed to receive an annual
taxable distribution from the IC-DISC equal to
the shareholder's pro rata share of various
income earned by the IC-DISCJ201 Second, with
respect to income of an IC-DISC that is not
deemed distributed, the shareholder of an
IC-DISC must pay an interest charge on the
shareholder's DISC-related deferred tax
liability. This tax liability equals the
shareholder's tax liability if deferred DISC
income were included in the shareholder's gross

income minus the actual tax liabilitv of Hie

shareholder. In essence, the shareholder must
pay interest on the tax liability that~ is being
deferred because the IC-DISC's income is not
being distributed to shareholders, and
therefore, is not being taxed.

An IC-DI
SC mus

t
fi

le a Form 1120-IC-DISC,

Intere
s

t Charge Domestic International Sales

Corporation Return. On the Form 1120-IC-DISC,
the IC-DISC must report its income and

deductions, tax computation, assets and
liabilities, deemed and actual distributions to

shareholders, and certain other information.

The information reported on the Form

11
20-,

C-DISC is the basis for the data provided

for IC-DISC's in this compendium. The

Statistics of Income Division conducted a study

of IC-DISC returns filed for 1985, 1986. and
1987. The next study will be for returns filed

for 1991 . Figure D contains selected data for
IC-DISC returns for 1987.

Figure D-Interest Charge-Domestic International
Sales Corporations, 1987
(Money amounts in millions of dollars]

Item

Number of returns ........................

Total asset$ .............................
Total export gross receipts ..............
Total qualified export
and nonqualified receipts ..............

Net income (less deficit) ................
Taxable income ...........................
Total amount deemed distributed ..........

1987

1,185

$911
3.623

1,829
257
258
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U.S. Possession$ Corporations

Since the 1920's, the United States has

provided incentives to U.S. corporations to

encourage them to make employment-producing

investments In U.S. possessions.[211 The

Revenue Act of 1921 provided a tax exemption for

all foreign-source income earned by certain

eligible corporations. The Tax Reform Act of

1976 removed the exemption for Income derived

outside possessions in order to prevent the

avoidance by possessions corporations of U.S.

taxation on income from foreign countries.

Rules for the treatment of income from

intangible property were added to the Internal

Revenue Code by the Tax Equity and Fiscal

Responsibility Act of 1982.[221

A possessions corporation may credit that

portion of its U.S. tax attributable to the sum

of (1) taxable income from sources outside the
United States from the active conduct of a
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business in a U.S. possession and (2) qualified
possessions-source investment income.[231 To be
eligible for the credit, a corporation must meet
two requirements. First, at 9east eighty
percent of the corporation's gross income over
the eligible period must be from sources within
a U.S. possession.[241 Second, at least
seventy-five percent of the corporation's gross
income must be from the active conduct of a
trade or business in a U.S. possession.1251 If
these requirements are met, the corporation may
file a Form 5712, Election To Be Treated as a
Possessions Corporation Under Section 936,
electing to be treated as a possessions
corporation.

A possessions corporation may credit the
portion of its U.S. tax on possessions-source
income. Possessions-source income includes
income from the active conduct of a business in
a U.S. possession and qualified
possess I ons-source investment income. Qualified
possessions-source investment Income is
generally gross income, net of properly
allocable deductions, attributable to
investments within a U.S. possession of funds
derived from the active conduct of business in
the same possession.

The Tax Equity and Fiscal Responsibility Act
of 1982 added Code section 936(h) dealing with
income from intangible property to the Internal
Revenue Code. As a general rule, this section
provides that income from intangible property Is
taxed on a pro rata basi s to the U. S.
shareholders of the possessions corporation,
after the possessions corporation has received a
reasonable profit for its costs attributable to
the income from the intangible property.1261
The possessions corporation can elect out

ofthis general rule and use an alternative method
for allocating income from intangible prop:rty
between the possessions corporation and rel ted
persons, provided that the possessions
corporation maintains a significant business
presence in a U.S. possession. The alternative
methods are the cost-sharing method and the
profit-split method. Under the cost-sharing
method, the possessions corporation pays part of
the cost of product area research incurred by
the affiliated group.[271 Under the
profit-split method, the possessions
corporation's taxable income is equal to fifty
percent of the affiliated group's combined
taxable income derived from certain types of
sales.

possessions tax credit and computes the actual
amount of the credit. On Schedule P of the Form
5735, the possessions corporation calculates its
intangible income if It uses either of the two
alternative methods noted above. Of the 516
possessions corporation returns filed for 1987,
233 returns included a Schedule P. The
information provided on the Forms 1120 and 5735
forms the basis of the possessions corporation
data. In addition, data from Form 940,
Employer's Annual Federal Unemployment (FUTA)
Tax Return, filed by possessions corporations,
are collected.

Figure E contains possessions corporation
data for selected years between 1983 and 1987.
Although the number of possessions corporations
has decreased by over seventeen percent between
1983 and 1987, the total assets reported by
these corporations has increased by over
thirty-nine percent and total receipts has
increased by forty-six percent. The income tax
liability of possessions corporations increased
by forty percent since 1983 and the possessions
tax credit claimed has increased by about
forty-two percent.

Figure E-U.S. Possessions Corporations,
1983-1987
(Money amounts in millions of dollars]

I te. 1983 1985 19B7

Number of returns ................ 625 594 516

Total assets ..................... $22,205 $27,735 $33,184
Tota~ r:tained earnings .......... 14,134 17,102 19,678r
To

ta
celpts ................... 13,716 16,230 20,024

Business receipts ................ 12,025 13,179 16,499
Net I n

come (less deficit) ........ 4,396 5,359 7,068
I
n
come su

b3ect
to tax ............ 4,376 5,336 7 075

Total Income tax ................. 2,008 2,455 2:820
Possessions tax credit ...........

1
1,966 2,429 2,785

Intern tional Boycotts

U.S. persons who participate in certain
international boycotts are denied various tax
benefits that would otherwise be available to
them. The purpose of the boycott provisions Is
to discourage U.S. persons from engagin

g
in

certain boycotts, such as the Arab
L
eague

boycott against lsrael.1281

A possessions corporation that claims a
possessions tax credit must file a Form 1120,
U.S. Corporation Income Tax Return, along with
an attached Form 5735. Computation of
Possessions Corporation Tax Credit Allowed Under
Section 936. On the Form 5735, the possessions
corporation determines its eligibility for the

Extensive reporting requirements are imposed
upon U.S. persons with operations in certain
countries.[291 In general, a U.S. person must
report on all operations located in or related
to countries requiring participation in an
international boycott, and countries wh I ch the
person knows (or has reason to know) require
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participation in or cooperation with a boycott

as a condition of doing business. Also, a U.S.

person must report on any operations that take

part in or that are requested to take part in an

international boycott. If a person takes part

in an international boycott, all of that

person's operations in the country requiring
participation in the boycott are treated as

connected to the person's participation in the

boycott, unless the U.S. person can clearly

demonstrate that a particular operation is a

clearly separate and identifiable operation thatI S
no

t
connected with the boycott.

If a person is involved in an international

boycott, that person may lose certain tax
benefits ordinarily available to the taxpayer
under the Internal Revenue Code. The taxpayer
may choose between either of two benefit
reduction methods: specifically attributable
taxes and income method, and international

boy
cott

factor method. If the taxpayer can

clearly identify the income and taxes related to
spe

c
ific operations, then the taxpayer can use

the specifically attributable taxes and income
method. With this method, tax benefits are
reduced by the amount specifically at

t
ributable

to operations participating In the international

boy
co

tt. If the taxpayer Is unable to
specifically attribute income and taxes, it must
use the international boycott factor method.
The international boycott factor is the ratio of
operations associated with carrying out a
boycott in which the taxpayer participated to
the worldwide operations of the taxpayer

-
This

ratio is then used to reduce the tax benefits
noted below.

Is the basis of the international boycott data
contained in this compendium. The Statistics of
Income Division conducts a study of all Forms
5713 once every four years. Data for the most
recent study, 1986, is included in thi s
compendium. During intervening years, small
studies including only those returns showing tax
effects are conducted.

Figure F contains international boycott data
for 1982 and 1986. Corporations filed the great
majority of the information reports. Further,
corporations bore all of the tax effects of
international boycotts provisions. However, as
the amounts in the Figure F indicate, the
magnitude of the reduction in tax benefits has
been declining.

Figure F.-International Boycott Participation,

1982, 1986

[Money amounts in thousands of dollars]

I tem

Number of boycott reports filed
Al

I
persons, total .....................

Corporations ...........................
Individuals ............................
Partnerships ...........................
Trusts and other persons ...............

Number of returns with tax affect ........

Reduction in foreign taxes

el
ig~ble for a foreign tax credit* .....

Reduc t on of foreign tax credit- ........
Subpart F boycott Income .................
DISC boycott Income ......................
FSC boycott Income .......................

The tax benefits affected by participation
in an international boycott include a reduction
in the foreign tax credit (if the international
boycott factor method is used) or a reduction in
foreign taxes eligible for credit (if the
specifically attributable income and taxes
method is used); a reduction in the deferral of
income of a CFC (by increasing Subpart F
income); a reduction in the exemption for the
foreign trade income of a FSC; and a reduction
in the deferral of income of an IC-DISC.

U.S. persons subject to the international
boycotts provisions must file a Form 5713,
International Boycott Report. On the Form 5713,
the U.S. person must report its operations in
boycotting countries, and any requests for, and
acts of, participation in a boycott. If the
person uses the international boycott factor
method, It must compute the 'factor on Schedule A
of the Form 5713. If the specifically
attributable taxes and income method is used,
the U.S. person must identify the specific
income and tax amounts on Schedule B. Schedule
C is used to compute the reduction in tax
benefits. The information provided on Form 5713

1982

2,B22
2.583

118
95
26

87

$2,001
1 343
4,073
1,093

n/a

1986

2,104
1%1900

100
83
21

40

$432
687

4,702

173

'Represents the reduction in foreign taxes eligible for a
foreign tax credit computed using the specifically
attributable taxes and Income method.
::Rnp,egnt~,talne.rednuction intforeign tax credit computed

I g
t
h I r t

I
o al boyco t IF

c
tor method.

Note: All the returns with tax effects from International

boycott participation were filed by corporations.

Individual Foreign Tax Credit and Foreign Earned
Income Exclusion

Since the 1920's, the United States has
provided certain tax benefits to U.S. citizens
who earn income abroad. The foreign tax credit
has been available to individuals since 1918.
In 1926, the United States granted exclusions
for all foreign income of U.S. citizens spending
six months or more outside the United States.
Numerous changes were subsequently made to the
exclusion limiting its availability.[303 The
purpose of the exclusion was to promote U.S.
exports and encourage a U.S. presence abroad.
The Foreign Earned Income Act of 1978 limited
the exclusion to U.S. citizens residing In camps
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in hardship areas. Other individuals were only
allowed a deduction for excess costs of working
abroad. In 1981 , the law was changed to allow
individuals to exclude a portion of I ncome
earned overseas.(311

Presently, a taxpayer can exclude foreign
earned Income up to a specific limitation.
Also, the taxpayer can exclude employer-provided
housing costs or deduct housing costs that are
not provided by an employer. In addition, a
taxpayer can either credit foreign taxes against
the U.S. tax liability or deduct foreign taxes
from gross income. However, a taxpayer can not
credit or deduct foreign taxes paid on income
that was excluded from gross income.

Qualifying U.S. taxpayers can elect to
exclude their foreign earned Income and housing
costs from foreign-source income.1321 To
qualify for the exclusions, a U.S. taxpayer must
meet two requirements. First, the taxpayer must
have a tax home in a foreign country.[331
Second, the taxpayer must be either a U.S.
citizen and a bona fide resident of a foreign
country, or a U.S. citizen or resident and be
physically present in a foreign country for 330
days in twelve consecutive months. A qualifying
U.S. taxpayer may exclude any income that is
both earned income and foreign-source. The
foreign earned income exclusion is limited to
the lesser of (1) foreign Income earned during
the appropriate period and (2) the exclusion
limitation of $70,000. In addition, an eligible
U.S. taxpayer is entitled to exclude amounts
paid by, or on behalf of, the taxpayer for
housing costs, over a base housing amount. The
base housing amount Is sixteen percent of the
salary of a GS-14 computed daily.[341 Also, a
taxpayer who personally pays housing costs can
take a housing cost deduction. This deduction
may only be taken against self-employment income.

U. S. c I t I zen s and residents can either
credit foreign taxes against their U.S

'
tax

liability or deduct foreign taxes from the;r
gross income. A taxpayer can only cred t
foreign income taxes or foreign taxes in lieu of
income taxes. In addition, a taxpayer can not
credit taxes on income excluded under the
foreign earned income or foreign housing
exclusions. A taxpayer must compute a
limitation on the allowable foreign tax credit.
The limitation is equal to the taxpayer's U.S.
tax liability multiplied by the ratio of
foreign-source taxable income to worldwide
taxable income. The limitation must be computed
separately for the following types of income:
passive income, high withholding tax interest,
financial services income, shipping income,
dividends from an Interest Charge-Domestic
International Sales Corporation (IC-DISC) or
former DISC, distributions from a Foreign Sales
Corporation (FSC) or former FSC, and all other

income.[351 Also, foreign taxes not allowed as
a credit in one year can be carried back to two
prior years or forward to up to five subsequent
years.

An individual who excludes foreign earned
income and housing costs must file a Form 2555,
Foreign Earned Income, with the taxpayer's Form
1040, U. S. Individual Income Tax Return

'
An

Individual who claims a foreign tax credit must
file a Form 1116, Computation of Foreign Tax
Credit - Individual, Fiduciary, or Nonresident
Alien Individual, with the taxpayer's Form
1040. The data contained on Forms 1040, 1116
and 2555 form the basis for the individual
foreign tax credit and foreign earned income
data. The Statistics of Income Division
conducts a study of the individual foreign tax
credit and foreign earned income once every four
years. Data for the last two studies (for
returns filed for 1983 and 1987) are contained
in this compendium. The next study will include
returns filed for 1991.

Figure G contains foreign earned income data
for selected years between 1979 and 1987.
Between 1983 and 1987, the total amount of
exclusions and deductions for foreign earned
income and foreign housing costs increased by
about seven percent. However, an increase in
the number of returns claiming an eXCIL[SiOn 01-
deduction resulted in the average exclusion per
return remaining about the same.

Figure G.-Foreign Earned Income, 1979-1987

[money amounts In millions of dollars]

Item 1979 1983 1987

Number of returns ............... 91,966 159,194 170,774

Adjusted gross income ............ $3,220 $2,612 $4.581
Taxable Income ................... 2,817 2,121 3,423
Foreign earned income ............ 3,710 7,186 8,190
Foreign earned income exclusion- 288 5,707 5,982
Foreign hou

5
Ing exclusion ....... : n/a 315 468

Foreign housing d ductton ........ n/a 13 1
7

*For 1979, the foreign earned Income exclusion as only
available for persons a hardship Noh.u , x us~lvlng In uc I was :rea camp.
foreign sin e cl on or cled t on ~allable.

Figure H contains individual foreign tax
credit data for selected Years between 1979 and
1987. Foreign-source income declined as a
percentage of total taxable income during this
period, decreasing from 26.7 percent for 1979 to
9.8 percent for 1987. Correspondingly, the
foreign tax credit claimed declined as a
percentage of the U.S. income tax, decreasing
from 14.3 percent for 1979 to 6.1 percent for
1987.

Statistics ot Income Studies ot International Income and Taxes

Figure H-Foreign Tax Credit Claimed on
Individual Income Tax Returns, 1979-1987

(Money amounts in millions of dollars]

Item 1979 1983 1987

Number of returns ................ 287,508 371,945 561,109

Adjusted gross Income ............ $18,815 $30,234 $72,483
Taxable Income

Total .......................... 15,019 23,523 56,682
Foreign-source ................. 4,011 3,246 5,535

Foreign taxes availab) a
for credit ..................... 1,235 1,141 1,806

U.S. income tax before
credits ........................ 5,905 8,217 16 996

Foreign tax credit claimed ....... 842 6 7 1:036

Foreicin Trusts

A trust is an arrangement whereby a trustee
takes title to property for the purpose of
protecting or conserving it for beneficiaries.
A foreign trust is a trust the income of which,
from foreign sources, is not includible in gross
income under Subtitle A of the Internal Revenue
Code. The criteria used to determine whether a
trust is foreign include the residence of the
trustee, the place where the trust is formed,
the place of administration of the trust, the
governing law (if the trust instrument
designates governing law), and the nationality
of the grantor and beneficiary.

Whether 'a foreign trust is subject to U.S.
taxation depends upon the type of trust
involved. If the foreign trust is a grantor
trust, the grantor is considered the owner of
the corpus of the trust and the trust's income
is included in the grantor's taxable
income.[361 The grantor is treated as the owner
of the trust corpus in situations where the
grantor retains certain powers over, or
interests in, the trust. In addition, a foreign
trust is treated as a grantor trust if it has a
U.S. beneficiary.

If the foreign trust is a non-grantor trust,
then the income of the foreign trust is taxed
under the general rules applicable to
nonresident aliens.[371 If the foreign trust is
not engaged in a trade or business within the
United States, it is subject to the thirty
percent withholding tax on fixed or
determinable, annual or periodical income.
Also, the trust is subject to the ten percent
tax on the gain from the sale or exchange of a
U.S. real property interest. If the trust is
engaged in a trade or business within the United
States, it is taxed at regular U.S. rates on
income effectively connected with the U.S. trade
or business.

In addition, transfers by a U.S. person to a
foreign trust are subject to an.exclse tax under
Code section 1491. A thirty-five percent tax is
imposed on the excess of the fair market value
of transferred property over the sum of the
adjusted basis plus the gain recognized at the
time of the transfer by the transferor.
However, certain transfers are not subject to
the excise tax.

In general , a U.S. person who creates, or
transfers property to, a foreign trust must file
a Form 3520, Creation of or Transfers to Certain
Foreign Trusts. On the Form 3520, the U.S.
person must provide information regarding the
nature of the foreign trust, the identity of the

beneficiary. and the value of the property

transferred. Every year thereafter, the U.S.

person must file a Form 3520-A, Annual Return of
Foreign Trust With U.S. Beneficiaries, as long
as the trust has at least one U.S. beneficiary.
On the Form 3520-A, the U.S. person must provide
information regarding the income, expenses,
assets, and liabilities of the foreign trust.
Once every four years, the Statistics of Income
Division conducts a study of Forms 3520 and
3520-A filed for the year at the Philadelphia
Service Center. The last study included riaturns
filed during 1986. The next study will be

conducted for returns filed for 1990.

Figure I contains data for foreign trusts
for selected years between 1978 and 1986. The
number of transfers to foreign trusts decreased
by 34.6 percent between 1978 and 1986. However,
the average value of assets transferred
increased by 36.0 percent during this same
period.

III. ACTIVITY OF FOREIGN PERSONS IN THE UNITED
STATES

Domestic Corporations Controlled by Foreign
Persons

One means for a foreign person to establish
a business within the United States is to
acquire an interest in a domestic U.S.
corporation. This acquisition can be in the
form of an acquisition of the stock of an
existing domestic corporation or the formation
of a new domestic corporation.

Foreign-owned domestic corporations are
subject to the corporate tax rules that apply to
all domestic corporations. Foreign-owned
corporations are subject to U.S. tax, along with
all domestic corporations, under Code section
11. The tax rates imposed are graduated up to
forty-six percent (for taxable income over
$100,000) for taxable years beginning before
July 1, 1987, and thirty-four percent (for



1z btatistics ot Income Studies of International income and Taxes statistics or Income Studies of International Income and Taxes 13

Figure I.-Foreign Trusts: Transfer Activity,
1978-1986

(Money amounts in thousands of dollarsi

FQreiqn Corporations With Income Derived From
U.S. Sources

Figure K.-Foreign Corporations With Income Derived from U.S. Sources, 1983-1987
[money amounts in millions of dollars]

. Item 1978 1982 1986

Number of Forms 3520 filed ...... 390 338 255
Number Individuals filing

T
t
al ......................... 390 324 255

Grantor .............. I ......... 334 216 182
Tran

s
~eror ..................... 56 63 69

DOer ......................... 35
4Value of assets transferred ...... $18,998 S9,7 6 $16.892

*
Includes returns indicating filer was both grantor and

transferor.

taxable income over $75,000) for taxable years
beginning after July 1, 1987.[381

All domestic corporations must file a Form
1120, U.S. Corporate Income Tax Return. On the
Form 1120, the corporation must indicate whether
any person owned at least fifty percent of the
corporation's stock. In addition, the
corporation must indicate whether the fifty
percent or more owner is a foreign person, and,
if so, provide the country of the foreign person
and the percent of stock owned by the foreign
person. The data included in this compendium
are for corporations that indicated fifty
percent or more foreign ownership.

Figure J contains data for the returns of
foreign-controlled domestic corporations filed
for 1983 through 1987. The number of
foreign-controlled domestic corporations
increased by over thirty-three percent between
1983 and 1987. Assets and receipts increased by
over seventy-five percent. However, taxable
income of foreign-controlled domestic
corporations increased by only thirty-five
percent and the income tax liability of these
corporations increased by only seventeen percent.

A foreign person can engage in business
activity within the United States through a
branch of a foreign corporation. A foreign
corporation engaged in a U.S. trade or business
through branch operations is taxed in manner
similar to a U.S. person on all income that is
effectively connected with the conduct of the
U.S. trade or business.[391 For income to be
taxed in this manner, the foreign corporation
must engage in an activity which constitutes a
business and the income taxed must be
effectively connected with the conduct

of
the

business. Effectively connected income can be
eith:r U.S. or foreign-source. Effectively
conn cted income generally includes all
U

.
S.-source income regardless of whether it Is

in fact attributable to the U.S. business.
Effectively connected income can also include
certain types of foreign-source income,
including certain rents and royalties for the
use of, and gains on the sale of, intangible
intellectual property derived from the U.S.
trade or business. However, in order for
foreign-source income to be effectively
connected income, the foreign corporation must
have an office or fixed place of business within
the United States to which the foreign income is
attributable.

A foreign corporation engaged in a U.S.
trade or business must file a Form 1120F, U.S.
Income Tax Return of a Foreign Corporation. On
the Form 1120F, the foreign corporation must
report its effectively connected income, income
that is not effectively connected, assets and
liabilities, and the computation of the
corporation's regular income tax and branch
profits tax. The Statistics of Income Division
conducts an annual study of all Forms 1120F
filed as part of the study conducted for regular
corporate income tax returns.

Figure J.-Domestic Corporations Controlled by Foreign Persons, 1983-1987

[Money amounts In millions of dollars]

Item 1983 1984 1985 1986 1987

Number of returns ...................... 33,622 37,401 36,677 36,778 44,1162

Tot:~ assets ........................... $530.334 $552,598 $655,696 $840.983 $959,394
Tot

re
ce pts ......................... 389,909 459.162 513,778 542.695 686,786

Business receipts .................... 359,793 423,602 473,893 497,304 632,731
Total deductions ....................... 387,981 454,642 510,955 544,273 681,349

Cost of sales and
operations ................... 27~ 373 320,857 357,520 370,779 481,645

Net income (less deficit) ................... * 849 4,528 2,978 (1.519) 5,608
Income subject to tax .................. 10.707 13,411 11,428 9.370 14,477
Income tax before credits .............. 4,849 6,050 5.152 4,070 5,676
Foreign tax credit ..................... 671 788 725 484 660

s toDistribut~on r s
stockho de ......................... 4,327

1
3,322

1
3.529

1

5.819

1
12,484
-

Item 1983 1984 1985 1986 1987

Number of returns ...................... 8,001 10,905 11,693 11.342 10,478

Total receipts ......................... $20,794 $43,656 $50.909 $43,626 $61,004

Business receipts .................... 5,477 15,446 20,275 15,752 19,971

Interest ............................. 13.567 25,939 27,199 24.293 37.934

Dividends from
domestic corporations .............. 65 65 87 66 43

Total deductions ....................... 21,882 45,004 51,928 43,739 61.130
st of sales and
operations ......................... 3,723 12,552 15,032 11,802 11,728

Taxes paid ........................... 272 466 514 493 608

Interest paid ........................ 13,460 24,791 25,719 23.562 36,611

Met income (less deficit) .............. (1,118) (1,513) (1,487) (139) (162)

Income subject to tax .................. 469 902 1,025 1,818 1,647
Income tax before credits .............. 183 393 435 688 670

Foreign tax credit ..................... 25 59 65 118 53

Figure K contains selected data for foreign

co
rporations with income derived from U.S.

sources for 1983 through 1987. The number of
re

t
urns filed increased by about thirty percent

during this period. However, total receipts of
these foreign corporations increased by over 193
percent and taxable income increased by over 251
percent.

Foreign Rei:Jpients Of U.S. Income

A foreign person who makes investments
within the United States is subject to tax on
the income received, even though the income is
not effectively connected to a trade or business
within the United States. The United States
imposes a thirty percent withholding tax on
gross investment income received by a foreign
person from sources within the United
States.[401 This tax must be withh

B
ld by the

U.S. payer of the income. The U.S. payer of the
income must withhold the tax on the income and
transmit it to the U.S. Treasury on behalf of
the foreign recipient. If the payer should have
withheld the tax but failed to do so, the payer
is liable for the amount of the tax.

The income subject to the withholding tax
includes income that is fixed or determinable
annual or periodical (e.g., dividends, interest,
rents, royalties, and wages) and certain other
I ncome paid to forei gn persons. There are
several significant exceptions to the
withholding tax. First, the provisions of an
applicable income tax treaty may reduce or
entirely eliminate the tax. Second, income
effectively connected with a trade or business
within the United States is not subject to the
withholding tax, Effectively connected income
instead is subject to the regular income tax
rates imposed on U.S. persons. Third, in

general, most interest received by a nonresident
alien or foreign corporation from sources within
the United States is not subject to the
withholding tax.[411 1~1

The U.S. withholding agent must file a Form
1042S, Foreign Person's U.S. Source Income
Subject to Withholding, for each foreign
recipient of U.S. income. On the Form 1042S,
the withholding agent must report the name,
address and country of residence of the foreign
recipient; the type and amount of income paid;
and the amount of tax withheld. The data
reported on the Form 1042S is the basis of the
data included in this compendium.

Figure L contains data filed on Form 1042S
for selected years between 1978 and 1988,
During this period, the number of Forms 1042S
filed has increased by about 104 percent.
During this same period, income paid to foreign
persons increased by over 615 percent. In
addition, the amount of income subject to
withholding declined from 77.9 percent of total
I ncome pai d I n 1978 to only 41 .1 percent I n
1988. Therefore, the total tax withheld
increased by only 218.0 percent, about one-third
the rate of increase in income paid to foreign
persons.

U.S. Partnership Income of Foreign Partners

A partnership that has effectively connected
taxable I ncome, any portion of whi ch I s
allocable to a foreign partner, must withhold
tax on the fore I gn partner's share of the
income.[421 This withholding requirement was
enacted in )986 because Congress was concerned
that a foreign person investing in a U.S.
partnership might be able to avoid U.S. taxation
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Figure L.-Foreign Recipients of U.S. Income,
1979-1988

iMoney amounts in thousands of dollars]

Tax
Number of Income paid

Tot
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Filed Total Withholding
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on effectively connected income earned by the
foreign person through the partnership.[431

The withholding tax is Imposed on the
foreign partner's share of the partnership's
effectively connected taxable income.
Effectively connected taxable income includes
gross income effectively connected with the
conduct of a trade or business within the United
States, net of allowable deductions connected to
that income.

The withholding tax imposed is equal to the
highest tax rate under Code section I (in the
case of a noncorporate foreign partner), or the
highest tax rate under Code section 11(b)(1) (in
the case of a corporate foreign partner),
multiplied by the effectively connected taxable
income allocable to the foreign partner. The
foreign partner may credit the tax paid by the
partnership against the partner's U.S.- income
tax liability.[441

The U.S. partnership must file a Form 8804,
Annual Return for Partnership Withholding Tax,
to report the partnership's total tax liability
under Code section 1446. In addition, the
partnership must file a Form 8805, Foreign
Partner's Information Statement of Section 1446

Withholding Tax, reporting each foreign

partner's amount of effectively connected

taxable income and tax liability. A copy of the
Form 8805 for each foreign partner must be
attached to the Form 8804 filed by the
partnership. A second copy of the Form 8805
must be provided by the partnership to the
foreign partner, who must attach it to its U.S.
income tax return in order to claim a credit for
the tax withheld. Form 8813, Partnership
Withholding Tax Payment, is used to make payment
of the Code section 1446 withholding tax and
must be filed with the tax payments four times a

year. The information provided on Forms 8804,
8805 and 8813 is the basis for the data
contained in this compendium for the U.S.
partnership income of foreign partners

-
The

Statistics of Income Division conducts an annual
study of information filed on Forms 8804, 8805

and 8813. The first study included forms filed
for 1989.

Nounresid nt Alien Estates

The United States imposes an estate tax on
the taxable U.S. estates of. nonresident

aliens.[451 A nonresident alien is a person

with a -U
-
S. domicile. A nonresident alienenjon

deced S taxable estate Is determined by
reducing the nonresident alien's gross U.S.

estate by allowable deductions. Gross U.S.
estate is that part of the nonresident alien's
gross estate that is located in the United

~)tates at the time of the alien's death.
Allowable deductions include funeral expenses,
administration expenses, claims against

t
he

estate, indebtedness on property included In the
estate, losses incurred during the settlement of
the estate from casualty or theft, certain
charitable contributions made by the decedent,
and certain transfers of property to the
decedent's spouse. The estate is allowed
several credits to reduce the estate tax

liability. Allowable credits include the

unified credit (exempting e5tates of up to

$60,000 from tax), the credit for State death
taxes, the credit for taxes paid on certain
gifts, and the credit for taxes on prior
transfers.

The estate of a nonresident alien decedent
must file a Form 706NA, United States Estate

(and Generation-Skipping Transfer) Tax Return

Estate of nonresident not a citizen of th;
United States, within 9 months of the
nonresident alien's death. On the Form 706NA,
the estate must list the value of all property
included in gross U.S. estate. In addition, the

estate must report the value of property loca ted
outside the United States in order to claim most
deductions.

Figure M contains data for Forms 706NA filed
, 0in 1982 and 1986. Although the number of

returns filed decreased slightly, the size f
the estates increased substantially. Gross U.S.
estate increased by 31 .6 percent during th

isperiod and the estate tax liability increased by
69.4 percent.

Figure M-Nonresident Alien Estates, 1982, 1986

[Money amounts in thousands of dollars)

Item

169 161

$239 611
62:013
53,934

6,520

1982 1986

Number of returns ...................

Gross worldwld:t:state .............
Gro
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Taxable U.S. estate ................
Estate tax after credits ...........

$14 13
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41,382
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Figure N-Future Studies Planned for the International Area by the Statistics of Income Division,

1988-1993

1 -1

Study 1988 1991 1992 1993

Corporate Foreign Tax Credit* ................................. x x x x x

Controlled Foreign Corporations ......................................... x x - x

Foreign Sales Corporations ................................................ x

Interest Charge-Domestlc International Sales Corporations ................. x
x

U.S. Possessions Corporations ............................................. x - -

ern tn iona B cot
-

.

........ .............. .......I oy ts ........... ......

x x x x x x
d d .I:

i e ncome ...................n vi u I Foreign Tax Credit and Foreign arn d I x

Foreign Trusts ...............
.. ....... ** .......... .." * ' ' ' ''' ' ' ' '* ' 'i *'' ' _X

-

x
x
x

-

x

-
x

-
x....F .. ..ed by Pe r sons .Domestic Corporations Control o rei g n

x x x x x x
gn Corporations With Income Deri~ed from U.S. Sources ................Fore x x~

Fore gn Recipients of U.S. Income ......................................... x x x x
x x

U.S. Partnership Income of Foreign Partners ............................... x x x

Nonre
sident Allen Estates ................................................. - x - -

x
-
x

Foreign-Owned Corporations
........................ --- ................

x x x x
x x

Sales of U.S. Real Property Interests by Foreigners ....................... x x x x

Excluded Income from U.S. Possessions— .................................. -
I

-
I

- -
- -

'The 1986, 1991 , and 1993 Corporate Foreign Tax Credit studies are limited to type of income summary data only. No country

information ill be included in these studies.
The 1988, 1989, 1991 , 1992, and 1993 International Boycott studies are limited to only those returns showing a denial of tax

a n, tt:orm 5713 attached.benefits. The 1990 International Boycott study will Include data for all return,
I
th a

-The Excluded Income from U.S. Possessions study will next be done wh n the U I:d S s concludes Implementing agreements

with American Samoa, Guam, and the Northern Mariana Islands.

IV. PLANS FOR FUTURE STUDIES

All of the international studies conducted
by the Statistics of Income Division discussed
above are presently planned to be done in the
future -as well. Figure N contain

s
information

relating to the studies being conducted between
1988 and 1993.

In addition to the studies described above,
several other studies are plannid for the period
between 1988 and 1993. One new study relates to
the transactions of foreign-owned corporations.
Foreign-owned U.S.-and foreign corporations with
a trade or business within the United States
must file a Form 5472, Information Return of a
Foreign Owned Corporation, for each related
party with which the foreign-owned corporation
has transactions.[461 On the Form 5472, the
filing corporation must provide information
identifying the related party, and the amount
and the nature of the transactions between the
filing corporation and the related party. The
first study, which is presently being conducted,
includes Forms 5472 filed by selected
corporations for 1988. This study will be
cond

uc
ted annually in the future.

Another new study deals with the information
filed for the sales of U.S. real property
interests by foreigners. In general, a ten
percent withholding tax is imposed on the amount
realized by a foreign person from the
disposition of a U.S. real property
interest.[471 The buyer (or other transferee)
of a U.S. real property interest must withhold
the amount of tax from the amount paid to the
foreign seller of the property interest. The

buyer must file a Form 8288, U.S. Withholding
Tax Return for Dispositions by Foreign Persons
of U.S. Real Property Interests, to report the
transaction and transmit the amount of tax
withheld. A study of Forms 8288 filed for 1989
is presently being conducted. This study will
be conducted annually in the future.

In addition to the new studies noted above,
the Excluded Income from U.S. Possessions. study
may be conducted again In the future. A U.S.
citizen who is a bona fide resident of certain
U.S. possessions may exclude from gross income
any income from the possession that is
effectively connected with the conduct of a
trade or business within the possession.[481
The eligible possessions include American Samoa,
Guam, and the Northern Mariana Islands. Before
this exclusion is available to residents of a
possession, an implementing agreement between
the United States and the possession must be
concluded. To date, agreements with American
Samoa and Guam have been concluded. This study
will next be done when agreements are reached
with all three eligible possessions.

NOTES AND REFERENCES

(11 A citizen of the United States is any U.S.
citizen regardless of where the individual
resides. In addition, under section 877 of
the Internal Revenue Code, a U.S. expatriate
may be taxed as a U.S. citizen in certain
cases. A resident of the United States Is,
in general, an individual who Is a lawful
permanent resident of the United States, or
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who has been substantially present in the

United states for the past three years. A
domestic partnership or corporation is a
partnership or corporation that is created
or organized in the United States or under
the laws of the United States or any State.
A foreign trust or estate is a trust or
estat

-
-hose non-effectively connected

foreign-source income Is not included in
gross income under the provisions of
Subtitle A of the Internal Revenue Code.
See Code section 7701 for more informa tion
regarding the definition of U.S. and
foreign person.

[21 McDaniel, Paul R. and Ault, Hugh J.,
Introduction tQ United State5 loternational

Taxation, Kluwer, 1977.

(31 The foreign tax credit provisions are

contained in Cod
e

sections 901-908 and

960. Foreign persons are generally allowed

a credit for foreign income taxes paid on
income effectively connected with the

conduct of a trade or business within the

United States.

41 See, for example
'

Edward H. Lieberman,
"Whether and to what extent a foreign tax
is creditable under final Regulations," Ib-g
Journal of Taxation

,
February 1984, pp.

98-102.

[51 A tax is an income tax In the U.S. sense if
the tax is likely to reach net gains.

161 Section 904(d) interest income generally

Included passive interest income.

[71 Passive income is Income that is generally
considered foreign personal holding company

Income or passive foreign investment income.

However, passive income does not include any

income that would be in any other basket

(except the all other income basket), export

financing interest, any income taxed at a

rate greater than the highest U.S. tax rate,

and any foreign oil and gas extraction

I ncome
-Financial services income is generally

income derived in the active conduct of a
banking, insurance, financing, or similar
business. Financial services Income does
not include high withholding tax interest
or export financing interest.

High withholding tax interest is any
interest subject to a withholding tax of at
least five percent, but not including any
export financing interest.

Shipping income includes any income
r

eceived by a person which would be foreign

ase company shipping. income under Code
section 954(f).

Dividends from a noncontrolled Section
902 corporation includes dividends from a
foreign corporation of which the taxpayer
owns between ten and fifty percent of the
voting stock. The foreign -tax credi t
limitation for dividends from a noncon-
trolled Section 902 corporation must be
computed separately for each noncontrolled
Se

c
tion 902 corporation paying dividends to

the domestic corporation.

181 Barlow, Mary, "Foreign Tax Cred I t by
Industry, 1982, " Statistics of Income
Bulletin, Spring 1986, pp. 9-18.

[91 In certain cases, a corporation's separate
existence may be disregarded for tax
purposes. For example, a subsidiary

corporation's separate existence is

disregarded If It files as part of a

consolidated income tax return with its

parent corporation under Code section

1504(a).

[101 This is particularly true when the corpora-
tion Is located in a relatively low tax
country.

(111 The Subpart F provisions are contained In
Code sections 951-964. See, for example,
Kaplan, Richard L., Federal Taxation of
International Transactions. West Publishing
Co., 1988, p. 216.

(121 Insurance Income includes any income from
insuring risks located outside the CFC's

co
untry of incorporation that would be

taxed under Subchapter L of the Internal
Revenue Code if the CFC were a domestic
insurance company.

Foreign base company income includes
the following income:
(1) Foreign personal holding company
income, which includes mostly passive
investment income;
(2) Foreign base company sales income,
which includes income from the sale of
personal property produced outside the
CFC's country of incorporation and sold for
use outside the CFC's country of incorpora-
tion, where the property was purchased from
or sold to (or on behalf of) a related
party;
(3) Foreign base company services income,
which includes certain income from the
performance of services outside the CFC's
country of incorporation for (or on behalf
of) a related person;
(4) Foreign base

c
ompany shipping income,

which includes Income connected with air or
sea transportation between two countries,
and, for tax years beginning after 1986,
income connected with all space and ocean
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activity; and
(5) Foreign base company oil related income
which generally includes income related to
the processing, transportation or
distribution of oil and gas and their
primary products.

[131 The filing requirements are contained in
Code section 6038.

(141 U.S. Department of the Treasury, Iha

operation and Effect of Domestic Inter-
national Sale

_
Corporation Legislation,

July 1. 1281 -to June 30, 19B3. February
1988 (hereinafter DISC Report).

[15) The FSC provisions are contained in Code
sections 921-927.

Il
61 Foreign trading gross receipts are gross

receipts from the sale or lease of export
property for use outside the United States
and from the performance of various services
outside the United States.

[171 Transfer pricing rules apply to sales to a
FSC from a person described in Code section
482.

[181 DISC Report, gR. cit. note 14, at pp. 2-5.

[191 The IC-DISC provisions are contained in
Code sections 991-997.

(201 The deemed distribution includes, among
other items, taxable income of the IC-DISC
attributable to qualified export receipts
which exceed $10 million.

1213 U.S. Congress, Committee on Ways and Means,
Report of the Committee on Ways and Means,
U.S. House of Representatives, on H.R.
10612, Report No. 94-658, November 12,
1975, p. 255.

[221 U.S. Department of the Treasury, The
Qperation and Effect of the Possessions
Cgrporation System of Taxation, Sixth
Report, March 1989.

123) The Possessions corporations provisions are
contained in Code section 936.

1241 The elig ible period is the three year
period immediately preceding the close of
the taxable year for which the credit is
taken. or a lesser period, if appropriate.

1251 For taxable years beginning before 1983, at
least fifty percent of the corporation's
gross income had to be from the active
conduct of a trade or business in a U.S.
Possession. This requirement was raised to
fifty-five percent for taxable years
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beginning during 1983, sixty percent for
taxable years beginning during 1984,
sixty-five percent for taxa0e years
beginning during 1985, and seventy-five
percent for taxable years beginning after
1985. See Hartzok, Jeff, "U.S. Possessions
Corporation Returns, 1983," Statistics of
Income Bulletin. Spring 1988, Vol. 7, No.
2, p. 57.

(261 Intangible property includes patents,
inventions, copyrights, trademarks,
licenses, and similar items, which have
substantial value independent of the
services of any individual.

[271 An affiliated group is a possessions
corporation and all other organizations,
trades or businesses owned or controlled
directly or indirectly by the same
interests.

1281 U. S. Department of the Treasury, Jbg
Operation and Effect of the International
Boycotts Provisions of the Internal Revenue
CD.ft, Third Report, May 1982~ Mose, Vergie,
"Report on International Boycotts 1976-82:
Focus On the Middle East," Statistiff of
Income Bulletin, Summer 1985, Vol. 5, No.
1, pp. 65-81.

[291 The International boycotts provisions are
contained in Code section 999.

[301 Gene A. Knorr, "Foreign Earned Income -

Policy Improved But Not Resolved," The Tax

Executive, April 1979, reprinted in U.S.

Senate, Committee on Finance, Subcommittee

on Taxation and Debt Management Generally,
Taxation of Foreian Earned Income, June 26,
1980, pp. 34-46.

1311 U.S. Senate, Committee on Finance, Economic
Recovery Tax Act of 1981, Report No.
97-144, July 6, 1981, pp. 34-36.

[321 The provisions relating to these exclusions
are contained in Code section 911.

(331 Generally, an individual's tax home is the
location of the Individual's principal
place of business or employment.

(341 For 1987, the daily base housing amount was
$19.48.

1351 See note 21 for definitions of these income
types.

1361 The grantor trust provisions are contained
in Code sections 671-679.

[371 A non-grantor trust is a trust that is not
subject to the provisions of Code sections
671-679.
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[381 For additional information regarding the
taxation of U.S. corporations, see Abrams,

Now
rd 1, and Doernberg, Richard L.,

-Fed:
r
al

C.,.O,
te Taxation, Foundation

Press, 1990.

[391 The major provisions related to the taxa-
tion of foreign corporations are contained
in Code sections 881-885.

1 401 These tax provisions are contained in Code
se

c
tions 871, 881, 1441, and 1442.

[411 Flaherty, Marilyn J., "Foreign Recipients

of U.S. Income, and Tax Withheld, 1987,"
Statistics gf Income BU]]gti , Winter

1989-90, Vol. 9, No. 3, p. 4Z.

[421 The provisions relating to the tax on the

partnership Income of foreign partners are

contained In Code section 1446.

[431 U.S. Congress, Joint Committee on Taxation,

General Explanation of the Lix Reform Act
of 1986, JSC-10-87, May 4, 198/, p. 1055.

Code section 1446 was originally added to

the Internal Revenue Code by the Tax Reform

Act of 1996. The provisions were substan-

tially modified by the Technical and

Miscellaneous Revenue Act of 1988.

[441 Since the withholding tax is imposed to

ensure that the foreign partner's U.S. tax

on effectively connected income is paid, a

credit is allowed under Code section 33 for

the tax withheld by the partnership.

[451 The provisions related to the estate taxa-

tion of nonresident aliens are contained in

Code sections 2101-2108.

[461 This reporting requirement is imposed under
Code sections 6038A and 6038C.

[471 This tax is imposed under Code section 897.

(481 The exclusion provisions are contained in

Code section 931.
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The corporate foreign tax credit enailes
corporations to avoid being taxed twice on
income earned in foreign countries. The United
States taxes all income earned by U.S.
corporations, whether the income Is earned in
the United States or abroad. The threat of
double taxation arises when foreign income is
also taxed by the country where it was earned.
Beginning with the Revenue Act of 191B, the
United States has allowed corporations to credit
foreign income taxes paid or accrued against
their U.S. income tax liability. Also, corpora-
tions are allowed to credit foreign taxes paid
by foreign subsidiaries. A limitation is
imposed on the foreign tax credit equal to what
the U.S. tax would be on the foreign income.
The papers presented in this section give a more
detailed discussion of the the foreign tax
credit. These papers are listed above.

Section 15 of this compendium contains
copies of the selected tax forms and
instructions which provide the basis of the
foreign tax credit data.

* Form 1.120, U.S. Corporation Income Tax Return,
and Instructions (p. 459)

* Form 1118, Computation of Foreign Tax Credit,
Corporations, and Instructions (p. 444)

19

L,



I Corporate Foreign Tax Credit, by
industry, 1984

By Vergie Mose*

U.S. companies paid over $23.3 billion to foreign
governments in income taxes and reduced their U.S.
income tax by $21.4 billion for 1984 [1,2). The for-
eign tax credit fluctuated from 1980-1985 like the
sway of a pendulum (see Figure A) [3]. The credit
began decliningfrom $24.9billionfor 1980, dropping
to $18.9 billion for 1982 (its lowest level), and then
risingto $24.3 billionfor 1985 (nearly returning tothe
1980 amount) [4]. The U-shaped pattern of the
foreign tax credit reflects the changing levels; of both
foreign and domestic profits of U.S. companies be-
tween 1980 and 1985.

OVERVIEW

Using growth in taxable income as an indication
of prof its, economic recovery from 1982 to 1984 can
be measured for both foreign and domestic business
activities. Domestic-source taxable income of all
U.S. companies can be estimated by subtracting the
foreign-source taxable income reported by U.S. cor-
porations claiming a foreign tax credit from the
worldwide taxable income of all U.S. companies [5].

Foreign economic recovery of U.S. companies
from 1982 to 1984 was only one-fifth as strong as
their domestic recovery. Foreign-source taxable in-
come rose by only 7 percent from 1982 to $63.6
billion for 1984. Domestic-source taxable income
rose by 34 percent from 1982 to $195.9 billion for
19134.

Not until 1984 did the worldwide taxable income
of U.S. corporations ($259.5 billion) rise to a level
above that for 1980 ($246.6 billion). This rise was
due to the $19.8 billion increase in domestic-source
taxable income, as foreign-source taxable income
for 1984 remained $6.9 billion below the 198QA!n-
come level. Growth in worldwide taxable income
continued for 1985 to $266.1 billion.

As worldwide taxable income increased, the total
U.S. corporate tax liability (before credits) rose from
$87 billion for 1982 to over $109 billion for 1984. For
both years, 1.2 million corporations had a U.S. in-
come tax obligation (before credits). Only 0.4 per-
cent of those companies (4,841 for 1984) claimed a

Figure A.-Foreign Tax Credit Claimed and Percentage Change, by Selected Ind6stry, 1980-1985
[All figures am estimates based an samples-money amounts are In millions of dollars)
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Corporate Foreign Tax Credit, 1984

U.S. tax credit for taxes paid to foreign countries.

The foreign tax credit reduced the total 1984 U.S.

corporate income tax by 20 percent to $87 billion,

the smallest percentage reduction during the 1980-

1985 period. The largest percentage reduction of

the total U.S. corporate income taxduring this period

occurred for 1980, a 24-percent reduction.

Throughout the first half of the 1 980's (and earlier

years as well) corporations primarily engaged in

manufacturing activities claimed over 75 percent of

the total foreign tax credit, reaching a high of 82

percent from 1983 through 1985. The predomi-

nance of manufacturing reflected the activities of

integrated petroleum companies. The business ac-

tivities of these companies included the extracting,

refining, and marketing of oil products.

Of the 4,841 U.S. corporation income tax returns

with a foreign tax credit for 1984, only 25 returns

showed integrated petroleum activities as their

primary business. However, these 25 companies

claimed $8.5 billion of foreign tax credit or 40 percent

of the total credit. The foreign tax credit of these

companies reduced the total U.S. income tax of all

integrated petroleum companies by two-thirds, from

$12.8 billion to $4.3 billion.

FOREIGN TAX CREDIT: A GLOBAL VIEW
OF TAXATION

U.S. corporations are subject to U.S. tax on their
worldwide income. income earned by these com-
panies in a foreign country is generally taxed by the
foreign country as well as by the United States and
could result in double taxation. To alleviate this, U.S.
tax law has allowed corporations a credit since 1918

to reduce U.S. income tax for the income taxes paid

to foreign countries.

Changes in the foreign tax credit provisions of U.S.
tax law often parallel the development of U.S. busi-
ness activities in the interdependent global economy

[6]. When modern U.S. income taxation began in
1913, some U.S. corporations had operations in
countries where income tax rates exceeded the U.S.

tax rate. Because the foreign taxes exceeded what
the U.S. taxes would have been, corporations were
able to use the excess foreign taxes to reduce their

U.S. tax on both foreign-source and domestic-
source income by claiming a foreign tax credit. This
situation was possible because there had been
limitation on the credit: foreign income taxes paid

could reduce the U.S. income tax on a dollar-for-

dollar basis.

Responding to this issue, the Revenue Act of 1921
placed a limitation on the foreign tax credit, which
remains in effect today. The limitation restricted the

creditfor foreign income taxes to the lesser of (1) the

U.S. tax on foreign-source taxable income, or (2) the

actual foreign income taxes paid. Thus, the credit

cannot exceed that percentage of U.S. income tax

represented by the ratio of foreign-source taxable

income to worldwide taxable income. If a corpora-

tion has an overall foreign loss, then the limitation is

zero (no credit). In the case of a worldwide loss, the
corporation has no U.S. income tax against which to
claim a credit.

As international business activities became more
varied, so, too, did the Methods of restricting the
foreign tax credit. The methods acted as a means of

adjusting for global variation in income tax rates as
well as variation in international business practices.

For example, interest from certain foreign invest-

ments was taxed at either very low rates or not at all

in some countries. Other types of foreign income,

however, were often taxed at rates higher than the

U.S. rate. By ccmbining the "passive" foreign interest

income (and lower foreign taxes paid) with other

types of foreign income (on which the tax was

higher), more of the foreign taxes that exceeded the

U.S. tax rate could be credited against the U.S.

income tax because the limitation was increased by

the interest income. The different types of income

could be generated in countries with different tax

rates, or within one country which had various tax

rates for different types of income.

The U.S. Congress responded by establishing

separate limitations on the foreign tax credit based

on several different categories of foreign income.

The separate categories of income limited the

foreign taxes to the specific income category to

which they were related. For 1984, the separate

limitations on the foreign tax credit were computed

for (1) "passive foreign interest income
'
" as defined,

in section 904(d) of the Internal Revenue Code; (2)

dividends from a Domestic International Sales Cor-,

poration (DISC) or former DISC; and (3) all other

income from foreign sources [7].

The former separate limitation for 11oreign oil-le-
lated income" was discontinued for tax years after

1982. However, the separate limitation on foreign j

I
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taxes paid on foreign oil and gas extraction income
was still required. Under this limitation, foreign taxes
paid on foreign oil and gas extraction income in
excess of the U.S. tax on such income were excluded
from the "current-year foreign taxes" (see the"Defink
tions" section of this article) for computing the foreign
tax credit.

Carryover provisions for foreign taxes applied to
the separate limitations of the foreign tax credit. Any
foreign taxes paid, accrued, or deemed paid, in
excess of a current-year separate limitation could be
carried back 2 years, then forward 5 years [8]. The
total taxes under each separate limitation ("total
foreign taxes available for credit before reduction," in
the statistics) included current-year foreign taxes
plus taxes that were carried forward from prior years.

The total foreign tax credit for 1984 was the sum
of the amounts computed using the three separate
limitations (previously noted). In some instances,
the total credit was reduced for participation in, or for
cooperation with, international boycotts [9].

To claim a foreign tax credit, a U.S. corporation
must have foreign-source taxable income, pay
foreign income tax on the foreign income, and have
a U.S. income tax liability. Only certain taxes are
creditable. These include income taxes imposed by
U.S. possessions or the national government of a
foreign country, as well as its cities, states, and other
subdivisions. Corporations can deduct all foreign
income taxes in lieu of claiming a foreign tax credit.
However, most corporations obtain a greater tax
benefit by electing to credit these taxes against U.S.
income tax [10]. Taxes such as excise, franchise,
sales, and certain other taxes, do not quality as
creditable foreign taxes, but can be deducted in
calculating worldwide taxable income, even when
the foreign tax credit was elected for foreign income
taxes,

CHANGES IN THE LAW
The data for Income Year 1984 reflect certain

changes in the foreign tax credit provisions of U.S.
tax law. The Tax Equity and Fiscal Responsibility Act
Of 1982 (TEFRA) was effective for tax years begin-ning after December 31, 1982, while the Tax Reform
Act Of 1984 affected foreign tax credit transactions
made after July 17,1984. The changes under thesetax acts affected: (1) foreign oil-related and oil andgas extraction income and taxes (by TEFRA), and (2)
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passive foreign income and taxes from interest and
dividends, including certain passive income from
foreign sources reclassified as domestic-source in-
come (by the 1984 Act).

Foreign Oil-Related Income Prior to the Tax
Equity and Fiscal Responsibility Act of 1982
(rEFRA)

Prior to TEFRA, the "foreign oil-related income"
category included income from both the extraction
of foreign oil and gas and from other oil-related
activities. Other oil-related activities included
processing, transporting, and distributing extracted
minerals from foreign oil and gas wells. For taxyears
beginning after December 31, 1982, "foreign oil-re-
lated income" was included in a general limitation
category, rather than having a separate limitation of
its own.

The credit for foreign taxes on oil and gas extrac-
tion income was limited to the U.S. tax on foreign
oil-related income. For this purpose, the extr6~ction
taxable income arising in one foreign country was
not offset by any "net operating losses" arising in
other foreign countries.

There were carryover provisions for the excess
taxes paid on foreign oil and gas extraction income.
The excess taxes could be carried back 2 years then
carried forward 5 years. The carryover of the excess
taxes was limited to 2 percent of the foreign oil and
gas extraction taxable income for the current year.

Changes to the Foreign Tax Credit Under the
Tax Equity and Fiscal Responsibility Act of
1982(TEFRA)

The Tax Equity and Fiscal Responsibility Act of
1982 (TEFRA) eliminated the separate limitation on
the foreign tax credit for"foreign oil-related income,"
effective with taxable years beginning after Decem-
ber 31, 1982. After 1982, to compute the separate
limitation on the foreign tax credit for "all other foreign
income," the current-year foreign taxes were first
reduced by the amount of foreign taxes paid on oil
and gas extraction income that exceeded the U.S.
tax on such income. However, the oil and gas ex-
traction taxable income first had to be reduced by
net operating losses arising in other foreign
countries before computing the U.S. tax. In addition,
TEFRA eliminated the 2-percent limitation on the
carryover of oil and gas extraction taxes.
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The 1982 Act also introduced provisions to limit
the foreign taxes paid on oil-related income other
than oil and gas extraction income in certain cases.
There was concern that some foreign countries

might avoid the limitation by shifting their higher tax
rates from extraction income to income from nonex-
traction oil-related activities. As a result, foreign

taxes paid on oil-related income (redefined as non-

extraction income) were reduced to the amount of
tax that the foreign countrywould impose on income

that was neither foreign oil and gas extraction in-

come nor foreign oil-related income, with any excess
treated as a deductible business expense.

Passive Foreign Interest and Dividend Income
Under the Tax Reform Act of 1984

The Tax Reform Act of 1984 introduced new
provisions relating to foreign interest and dividend
income. The now provisions generally applied to
interest and certain dividends paid or accrued after
July 17,1984. Certain foreign dividend income was
combined with passive foreign interest income to
compute a separate limitation on the foreign tax
credit. Prior to the Act, this category of passive
foreign income was limited to interest income.

In addition, certain interest and dividend income,
formerlytreated asforeign income, thatwas received
or, in some instances, deemed received, by a U.S.
shareholder was reclassified as U.S.-sourced in-
come. When 10 percent or more of the earnings and
profits of a U.S.-owned foreign corporation was from
a U.S. source, a portion of the interest and dividend
income received by the U.S.-shareholder was reclas-
sified as U.S. source income. Consequently, the
ratio of foreign-source income to worldwide income
was reduced and, thus, reduced the limitation of the
foreign tax credit as well. The same rules applied to
interest and dividends deemed received from sub-
sidiaries of U.S.-owned foreign parent corporations.

FOREIGN INCOME, TAXES, AND CREDIT
BYINDUSTRY

Manufacturing companies increased their foreign
tax credit from $14.8 billion for 1982 to $17.5 billion
for 1984. (By 1985, these companies had increased
their foreign tax creditto $20 billion.) Bycomparison,
the foreign tax credit for all other industries combined
decreased by $227 million from 1982 to 1984.

The foreign tax credit claimed by banks steadily
increased between 1982 and 1984, from nearly $1.2

billion to over $1.3 billion, a 14 percent increase.
Banks had also increased the credit they claimed, by
10 percent, between 1980 and 1982. The foreign tax
credit for most other industries declined during this
earlier time period.

Dominance of the Petroleum Industry

Companies in the petroleum industry demonstrate
the influence that a small subgroup can have on an
entire population. During the 1980-1985 period, only
I percent of all U.S. corporations were classified in
the petroleum industry (oil and gas extraction opera-
tions as well as integrated petroleum activities, which
were a combination of extracting, refining and
marketing). However, this small group accounted
for over 10 percent of the worldwide taxable income
and income tax (before credits) of all U.S. corpora-
tions.

The significance of petroleum companies to the
population of U.S. corporations that claimed a
foreign tax credit is shown in Figure B. Note that for
1984, only 147 petroleum companies (3 percent of
the total for all industries) claimed 45 percent of the
total foreign tax credit. They also accounted for 34
percent of the total foreign-source taxable income,
and paid $11.3 billion in foreign taxes (49 percent of
the total). U.S. companies paid $1.9 billion more in
foreign taxes for 1984 than they could use as a credit
against their U.S. income tax. Of that excess,
petroleum companies accounted for $1.7 billion.

Figure B.-Returns with a Foreign Tax Credit: Petroleum
Industry Compared to All Industries, 1984
[All h9turut are estimates based on sampleemoney amourns, are in thousands of dollars]
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The 147 petroleum companies also exemplify the

effect that foreign activities can have on U.S. income

tax data. For example, the 1984 U.S. income tax

before credits for all 33,590 petroleum companies
(including those with no foreign tax credit) was $14.8

billion, nearly 14 percent of the U.S. total. As shown
in Figure C, by reducing the U.S. corporate income
tax before credits by the foreign tax credit, the
petroleum industry accounted for less than 6 percent
of the total remaining corporate income tax (before
reduction by other credits).

Figure C.-All Corporation Returns: Petroleum Industr
Compared To All Industries, U.S. Income Tax and Foreign
Tax Credit, 1984

[All fig- are estimates based on reamples-money amounts am in billions of dollars]
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Underlying the effect on U.S. tax liabilities from the
foreign taxcredit is the relationship of foreign-source
taxable income to worldwide taxable income. Figure
D shows that foreign-source taxable income made
up two-thirds of the $32.6 billion of worldwide taxable
income of all U.S. petroleum companies for 1984.
After. reducing worldwide taxable income by the
foreign-source taxable income, petroleum com-
panies accounted for less than 6 percent of the
remaining, domestic-source, taxable income. By
comparison, based on their worldwide activities, the
$32.6 billion reported by these companies ac-
counted for nearly 13-percent of the total income
subject to U.S. tax.

Corporate Foreign Tax Credit, 1984

Figure D.-All Corporation Returns: Petroleum IndustryCompared To All Industries, Worldwide Taxable Income,1984
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Figure E.-All Corporation Returns: Foreign-Source
Taxable Income as a Percentage of Worldwide Taxable
Income, 1980, 1982, and 1984
[All figures are eabduates based an sampfirs.rhoney amounts are in billions ol dollarel
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percent of the worldwide taxable income of U.S.
corporations for 1984 was from foreign sources. As
would be expected, for corporations that claimed a
foreign tax credit, the proportion of foreign-source
taxable income to worldwide taxable income (48
percent) was much greater than for all corporations.
For 1984, the ratio was nearly double.

Worldwide taxable income for all industries rose
by 26 percent from 1982 to $259.5 billion for 1984.
The unequal growth in foreign-source (7 percent
increase) and domestic-source (34 percent in-
crease) taxable income between 1982 and 1984
resulted in a smaller proportion of foreign-source
taxable income to worldwide taxable income (29
percent decreased to 25 percent). That growth con-
trasted with the nearly equal decline in both foreign
and domestic income between 1980 and 1982, when
the proportion of foreign-source taxable income to
worldwide taxable income was unchanged at 29
percent for both years.

Foreign-source taxable income decreased be-
tween 1982 and 1984 for five of the eight ihdustrial
divisions, including: mining; finance, insurance, and
real estate; construction; wholesale and retail trade;
and services. Mining companies earned more than
half (55 percent) of their worldwide taxable income
from foreign sources for both 1982 and 1984. The
percentage decline in foreign-source taxable income
between 1982 and 1984 was nearly equal to the
decline in domestic-source taxable income for these
companies. From 1980 to 1982, on the other hand,
the percentage decline in domestic-source taxable
income was nearly double that for foreign-source
taxable income. This decline in both domestic-
source and foreign-source taxable income that oc-

&.1.
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curred in the mining industry between 1980 and 1984
was attributable to companies in the oil and gas
extraction industry, as shown in Figure F.

Figure F.-Selected Mining Industries: Worldwide
Foreign-Source, and Domistic-Source Taxable in~ome,
1980, 1982, and 1984
[All figures am estimates based on samp-miy m.ums are in millions of dollars]
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Manufacturers accounted for more than half of the
total $54.3 billion increase in worldwide taxable in-
come from 1982 to 1984. The worldwide taxable
income of manufacturing companies increased by
31 percent from $102.2 billion to $133.9 billion.

While this increase reflected profits from both foreign

and domestic activities, domestic-source taxable in-

come grew 2.5 times faster than foreign-source tax-

able income (41 percent compared to 16 percent),

For 1984, manufacturing companies generated 34

percent of their'worldwide taxable income from
foreign sources, down from 1982, when 39 percent

of their worldwide taxable income was from foreign

sources. This contrasts with a 36 percent figure for

1980.

The increases between 1982 and 19B4 in both
foreign-source and domestic-source taxable income
for manufacturers, however, do not reveal the under-
lying variation in economic activity of the different
segments of this industrial division, as shown in
Figure G. The foreign-source taxable income of all
manufacturing companies increased by $6.2 billion
between 1982 and 1984. Of that amount, 42 percent
was attributed to integrated petroleum companies.
However, this was accompanied by a continued
decline in the domestic-source taxable income for
these same petroleum companies, which dropped
from $21.8 billion for 1980 to $12.1 and $9.1 billion
for 1982 and 1984, respectively. This decline was
accompanied by a decline in the domestic capital
spending of these companies, which for 1984 was in

sharp contrast to increases in domestic capital
spending reported by other manufacturers of non-
durable goods [111.

Figure G.-Selected Manutacturing Industries: Worldwide,
Foreign-Source; and Domestic-Source Taxable Income,
1980, 1982, and 1984
JAII figures are eurturnales based on samples-money amounts am in millions of dollausl
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The economic recovery between 1962 and 1984
in domestic-source taxable income for all other U.S.

manufacturers was led by manufacturers of motor

vehicles and equipmentand electrical and electronic

equipment. These two industries alone accounted

for 43 percent of the $25.5 billion overall increase

from 1982 to 1984 in domestic-source taxable in-

come of all manufacturing companies.

Nearly one-half of the ioreign-source taxable in-_

come of manufacturers of nonpetroleum prodli-

was attributed to manufacturers of chemicals and

allied products and of non-electrical machinery, The

five groups shown in Figure G accounted for three-

fourths of the total foreign-source taxable income 01
nonpetroleum manufacturers ($26.5 billion). These

five groups comprised only one-half of the $79.2

billion of domestic-source taxable income. for 1984-
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For finance, insurance, and real estate com-
panies, taxable income from foreign activities was
stable for 1980, 1982 and 1984, as compared to their
earnings from domestic activities. The foreign-
source taxable income of these companies was less
than half (46 percent) of their worldwide taxable
income for 1984, compared to 61 percent for 1982.
This percentage shift reflects the sharp rise for 1984
in their domestic-source taxable income.

For 1984, banks accounted for 85 percent of the
$11.5 billion of foreign-source taxable income of the
entire finance, insurance, and real estate industrial
division, as shown in Figure H. Foreign-source tax-
able income of banks alone was $9.8 billion. How-
ever, this amount was nearly $1 billion less than that
for 1982. A slowdown in foreign lending in 1984
contrasted with strong growth in domestic bank
lending [121. Throughout the 1980-1984 period,
banks as a group reported domestic-source deficits
on their U.S. income tax returns. However, the
deficits they reported for 1984 dropped below $500
million. For 1982, the deficits totaled $4.4 billion [113].

Figure H.-Selected Finance, insurance, and Real Estate
Companies: Worldwide, Foreign-Source, and
Domestic-Source Taxable Income, 1980, 1982, and 1984
[All figures am estimates based an stramples-enoney amounts are in millions of dollars)
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Foreign Taxes

U.S. companies claiming a foreign tax credit paid
$23.3 billion in current-year foreign taxes for 1984.The relatively modest $533 million increase from1982 to 1984 in current-year foreign taxes may becompared with the $7,2 billion decrease from 1980
to 1982. Inasmuch as manufacturing companies
accounted for most of the increase in foreign-sourcetaxable income between 1982 and 1984, they alsoaccounted for most of the increase in current-yearforeign taxes.

If effective foreign tax rates were the same as theU.S. rate, it would follow that the ratio of foreign-
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source taxable income to worldwide taxable income
tsahxoeusidoapproximate the ratio of current-year foreign

.S. income tax after credits (excluding the
foreign tax credit). Figure I suggests that for all
corporations foreign tax liabilities were slightly higher
than the U.S. tax, since the foreign tax ratio (27.2
percent) is higher than the foreign income ratio (24.5
percent) [14]. However, there were variations by
industry.

For the finance, insurance, and real estate in-
dustrial division, foreign-source taxable income was
nearly half of the worldwide taxable income (45.6
percent), while foreign taxes were only one-fifth as
great as the U.S. income tax after credits (excluding
the foreign tax credit). Low foreign withholding tax
rates on banking income (primarily interest) were
responsible for this low effective foreign tax rate.

On the other hand, while over one-half of the
taxable income generated by the mining industrial
division was from foreign sources, foreigntaxes

'
were

70 percent of the U.S. income tax after credits (ex-
cluding the foreign tax credit). Th3 relatively large
amount of foreign taxes reported by mining com-
panies was due to the high tax rates associated with
oil and gas extraction income.

Manufacturing also had a large amount of foreign
taxes, comprising over 39 percent of the U.S. income
tax on worldwide taxable income, even though only
34 percent of that income was from foreign sources.

CORPORATE STRUCTURES AND FOREIGN
BUSINESS ACTIVITY

U.S. corporations with foreign business activities
can operate abroad using a variety of business
structures or methods. In some cases, foreign
countries require the use of certain organizational
structures. The types of structures or methods in-
clude:

• unincorporated foreign branches - income is
reported as branch taxable income;

• controlled foreign corporations [115] - income
is reported as dividends and "dividend gross-
up" (see the "Definitions" section of this ar-
ticle); and

direct transactions with a foreign corporation
(whether controlled or not) or with unrelated

ILI ~
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Figure 1.

Foreign-Source Taxable Ancome and Current-Year Foreign
Taxes as Percentages of Worldwide Taxable Income and U.S.
Income Tax after Credits (Except the Foreign Tax Credit), by
Industrial Division, 1984
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entities -- income is reported as gross income,
including interest, rents, royalties, and ser-
vices income.

The components of foreigrf branch income (gross
income and deductions) are not generally included
in the statistics because corporations are not re-
quired to report them. However, the taxable income
and taxes of foreign branches of U.S. corporations
are included in the statistics and are separately
discussed later in the "Foreign Branch Taxable In-
come" section of this article. The following section
contains a discussion of the gross income (less loss)
and taxes of controlled foreign corporations and
from U.S. direct transactions abroad.

Foreign Gross Income and Taxes: Controlled
Foreign Corporations and U.S. Direct Transac-
tions Abroad

The increase in profits of foreign corporations for
1982 and 1984 was reflected in the $4.8 billion (17
percent) increase in dividends (including the
dividend gross-up) for 1984. A comparison of the
components of foreign gross income (less loss) for
1984 and 1982 revealed that dividends and interest
reversed positions as the leading sources of income
from controlled foreign corporations and U.S. direct
transactions abroad. As shown in Figure J for 1984,
dividends were the most common type of foreign
gross income; for 1982, interest had captured that
position. The decline in interest income was primari-
ly due to banks. While foreign-source interest of U.S.
banks rose to $16.6 billion fc~r 1982, by 1984, that
interest had fallen by 22 percent to $12.9 billion. U.S.
corporations other than banks experienced a 19-per-
cent decline in foreign interest income for 1984 as
well, from $5.9 billion to $4.8 billion.

Corporations engaged primarily in manufacturing
and trade seemed more likely than corporations in
other industries to operate through foreign sub-
sidiaries, rather than through direct transactions.
This tendency is best shown in Figure K by the high
Percentage of dividends (including the dividend
gross-up) these industries received from foreign
subsidiaries (53 percent and 48 percent of grossincome, respectively). This is probably due to theforeign presence required of these companies to
operate in certain foreign countries. Unlike corpora-tions in these two industrial divisions, finance, in-
surance, and real estate companies seldom
operated abroad through subsidiaries. These cor-

Figure J

Corporations Claiming a Foreign Tax
Credit: Foreign Gross Income (Less
Loss), Excluding Branch Income, by
Incoming Type, 1984

Rents, royalitles
and

license toes
Services
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'Excludes branch income and speciall~ allocable
income. Seethe 'Definitions' section, at the end
of this article.

21nclucles non-branch business receipts from
sales, as well as net capital gains and partner-
ship net income.

porations thus received only 7 percent of their
foreign-source gross income as dividends (including
the dividend gross-up), Income received through
foreign subsidiaries was even less significant to cor-
porations primarily engaged in agriculture, forestry,
and fishing. Dividends and dividend gross-up ac-
counted for only 2 percent of their foreign-source
gross income.

For 1984, U.S. corporations paid or accrued $6.2
billion in foreign taxes on $85.5 billion of "gross
income," excluding branch and specially allocable
income (see Figure J). These represented 2 percent
and 18 percent decreases in income and taxes,
respectively, compared to 1982.

Taxes withhold at the source on dividends and
rents, royalties, and license fees amounted to $2.5
billion for 1984, and accounted for 40 percent of the

K~l 1,
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Figure K.

Corporations Claiming a Foreign Tax Credit: Foreign Gross
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Industrial Division, 1984 1
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total foreign taxes paid or accrued on gross income,
excluding branch operations and specially allocable
income. Manufacturers alone reported nearly all (91
percent) of the tax withheld.

Foreign tax withheld at the source on interest
income accounted for 16 percent of the total foreign
taxes paid or accrued on gross income other than
from foreign branches and specially allociable in-
come. By comparison, 21 percent of the total gross
income was interest. The difference between these
percentages reflects the low withholding rates as-
sociated with interest income, due especially to the
fact that U.S. tax treaties with certain foreign
countries required a zero withholding tax rate on this
income. Almost three-fourths of the foreign tax with-
held on interest income (from other than foreign
branches) was reported by U.S. banks.

Taxes paid or accrued on "other' income ac.
counted for nearly 40 percent of the total foreign
taxes associated with the non-branch foreign gross
income shown in Figure J. In contrast, this "other'
income was only 22 percent of total gross income.
Most of this income category was non-branch busi-
ness receipts, generally from sales. However, in-
come from foreign partnerships and net capital gains
were also included in "Other"income. More than 82
percent of the $2.5 billion in taxes paid or accrued
on "other"foreign gross income, and over 62percent
of the $18.9 billion of that income were attributable
to corporations in the petroleum industry.

The distribution of foreign non-branch gross in-
come by type varied considerably by industrial
division, as shown in Figure K. The distribution of
income and taxes of manufacturers was similar to the
distribution of income and taxes for all industries;
these corporations comprised over halt of both total
gross income and total taxes. While wholesale and
retail trade followed the overall pattern for I.ncome,
44 percent of the taxes represented amounts with-
'held on dividends while only 13percent was paid on
uOthers income. The other industry groups deviated
substantially from the overall distribution by type of
inc4Dme. Finance, insurance, and real estate com-

1 Panies, for example received large amounts of inter-
1 est income. For ~ompanles primarily engaged in

agriculture, forestry and fishing, services incomewas predominant.

Foreign Branch Taxable Income

As an alternative to incorporating in foreignountries, many U.S. companies establish unincor-
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porated foreign branches to conduct business
abroad. Income from these branches represented
nearly one-fourth of total foreign-source taxable in-
come for 1 984, as shown in Figure L. Foreign branch
taxable income remained stable for 1984 at $14.5
billion, compared to 1982. In contrast, taxable in-
come from foreign branches declined by $7.3 billion
between 1980 and 1982, due mainly to the integrated
petroleum industry.

Figure L.-Retums with a Foreign Tax Credit: Foreign
Branch Taxable income as a Percentage of Total
Foreign-Source Taxable Income, by Selected Industry,
1984
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Nearly all of the total foreign branch taxable in-
come for 1984 and 1982 was attributable to the
manufacturing and finance, insurance, and real es-
tate industrial divisions. While for 1984, over haft (53
percent) of this income was attributable to manufac-
turing, for 1982, this industrial division accounted for
less than half (45 percent) of the total. This change
reflected the increased profits of the integrated
petroleum industry, whose foreign branch taxable
income rose by 28 percent from 1982 to 1984. For
both years, this industry largely (82 percent) ac-
counted for the total foreign branch taxable income
of U.S. manufacturers.

For 1984, one-third of the total foreign-source
taxable income of integrated petroleum companies
was earned through foreign branches. The com-
ponents of foreign branch taxable income (gross
income and deductions) are not generally included
in the aggregate statistics. However, the gross in-
come and deduction statistics for foreign oil and gas
extraction activities, presented separately in Tables
1 and 4, include amounts earned through foreign
branches as well as through controlled foreign cor-
porations and direct transactions abroad. Unfor-
tunately, the exact amount of gross income and
deductions related to the extraction activities of



32 Corporate Foreign Tax Credit, 1984

foreign branches can not be determined from the
aggregate statistics.

As a contrastto manufacturers, theforeign branch
taxable income of finance, insurance, and real estate
companies decreased by 16 percent between 1982

and 1984. Financial corporations accounted for less
than half of total foreign branch taxable income (43

percent) for 1984, while they comprised 51 percent
for 1982. However, companies in the finance, in-
surance, and real estate industrial division as a whole

relied more on branch operations than did manufac-
turing companies. Fifty-four and 61 percent of the

total foreign-source taxable income of these com-

panies was earned through foreign branches for

1984 and 1982, respectively. By comparison, for the
manufacturing division, branch income was only 17

percent of total foreign-source taxable income for

both years.

Figure L shows that U.S. banks, in particular, had

a strong preference to conduct business in foreign
countries through branch operations. Historically,

U.S. banks have made foreign loans through their
foreign branches rather than by establishing foreign

banking subsidiaries. During the early part of 1984,

U.S. banks also used their foreign branches as part
of an effort to establish large credit lines for possible
mergers [16].

SUMMARY

Between 1982 and 1984, the foreign tax credit
claimed by U.S. corporations rose by $2.5 billion, an
increase of 13 percent. Ukewise, the increases in
worldwide taxable income, foreign-source taxable
income, and U.S. income tax before credits over
these 2 years contrasted sharply with the economic
downturn between 1980 and 1982. The increases in
foreign income and taxes for 1984 primarily reflected
a strong foreign recovery made by manufacturing
companies in the petroleum industry. While the
petroleum industry experienced a strong foreign
recovery for 1984, many other industries ex-
perienced a stronger domestic recovery, with
decreases in foreign-source taxable income and
taxes.

Dividends (including the dividend gross-up) from
foreign subsidiaries emerged as the largest com-
ponent of total foreign non-branch gross income in
1984, accounting for 39 percent of the total $85.5
billion. Between 1982 and 1984, dividends (includ-

ing the dividend gross-up) increased by $4.8 billion
to $32.9 billion, while interest income decreased by
an equal amount, to $17.7 billion.

Foreign branch operations were especially impor-
tant to the banking industry. Over 60 percent of the
foreign-source taxable income of banks was earned
through foreign branches. As a contrast to banks,
corporations in the trade and manufacturing in.
dustries more often established foreign subsidiary
corporations. This was reflected in the large amount

of foreign dividends and the dividend gross-up
reported by those U.S. corporations.

DATA SOURCES AND LIMITATIONS

Sample Selection and Sampling Variability

The statistics for Income Year 1984 (which in-
cluded accounting periods ending between July
1984 and June 1985) were estimated from a stratified
probability sample of about 94,000 corporation in-
come tax returns selected after revenue processing,
but before audit examination. A description of the
sample selection procedures for corporate returns is
presented in the Appendix of this publication.

Returns claiming a foreign tax credit were selected
for the 1984 statistics presented in this article from
the general corporate sample. Slight differences
exist between the 1984 foreign tax credit data
presented here and the data previously published in
Statistics of Income-1984, Corporation Income Tax
Returns, as well as data shown in Table 13 of the
Selected Historical Data section of this publication.
The differences exist because the statistics. 'I
presented in this article include 1984 data for 25 i

returns with foreign tax credit that were prescribed'
for inclusion in the 100 percent sample class, but

were received too late to be included in the regular

corporate statistics. However, estimates were used

inthe corporate statistics for the most significant (10)
returns.

Accounting periods which ended January through
June 1985, included returns filed for the first time by,

Foreign Sales Corporations (FSC's) and interest
Charge Domestic International Sales Corporations,,
(IC-DISC's). Effective January 1985, the FSC and

IC-DISC replaced the former Domestic Internation6',
Sales Corporation (DISC). When a U.S

'
parent cor,

poration receives a dividend from a Fsc or an. ICI

DISC, the parent corporation can sometimes claim
8--,

foreign tax credit for a portion of the foreign tax"I
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paid by those corporations. However, no returns in
the corporate sample for Income Year 1984 included
a foreign tax creditlor distributions from either a FSC
or an IC-DISC.

Unlike an IC-DISC, a FSC may pay U.S. income
tax, Therefore, a FSC can sometimes claim a foreign
tax credit for the foreign taxes paid on its foreign
trade income. A separate study of income tax
returns (Forms 11 20-FSC) was conducted forthese
newly created corporations with accounting periods
ending January through June 1985. None of the
Foreign Sales Corporations included in that study
claimed a foreign tax credit.

Sampling error is a limitation only to the extent that
returns are selected at a rate of less than 100 per-
cent. However, for this article, returns selected at the
100 percent rate accounted for the largest part of the
estimated amounts. For instance, for 1984, corpora-
tions with $250 million or more in total assets (which
were selected at the 100 percent rate) accounted for
almost all of total assets (97.9 percent), foreign tax
credit claimed (96.5 percent), and foreign-source
taxable income (96.1 percent) reported by all cor-
porations claiming a foreign tax credit. Because of
the predominance of these large corporations, sam-
pling error is not considered a major limitation of the
statistics.

General Limitations
The foreign tax credit is claimed under section 901

of the Internal Revenue Code. Corporations claim-
ing a foreign tax credit generally provide supporting
foreign income and tax data on Form 111 8, Com-
Putation of Foreign Tax Credit-Corporations, at-
tached to their U.S. income tax returns (Forms. 1 120).

Form 1118 is the source of the foreign income and
tax data for this article. Detailed statistics from thisform are generally obtained for only even numberedincome years. The foreign income, taxes, and creditin this article were thus obtained from Forms 1118for 1 98o, 1982 and 1984. The foreign tax credit wasobtained for oiher years (i.e., 1981, 1983, and 1985)through the annual corporation income tax returnStatistics. Because of the different cycles of datacollection, only the foreign tax credit can be com-pared or contrasted annually.

The statistics do not reflect any adjustments thatMay be made during audit examination, when theacceptability of the foreign income and taxes
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reported for purposes of this credit is finally deter-
mined. In addition, some corporations provided only
preliminary foreign income and tax data with their
U.S. tax returns because not all the information on
their foreign operations was available at the time the
U.S. income tax return had to be filed.

There is a certain amount of undercoverage in the
foreign income and tax data. Some corporations
with foreign income and taxes reported an overall
deficit on their U.S. income tax return and thus had
no U.S. tax liability against which a foreign tax credit
could be claimed. Other corporations may have
chosen to deduct their foreign taxes from gross
income rather than credit them against their U.S.
income tax liability. It is believed that the amounts of
foreign income and tax were insignificant for those
returns. In both circumstances, the tax returns would
have been excluded from this study. In other instan-
ces, corporations did not provide a Form 1118 in
support of the foreign tax credit claimed with their tax
return as originally filed. Since the foreign tax c(,edit
claimed by these corporations represented ap-
proximately 0.06 percent of the total foreign tax credit
claimed by all corporations, it is believed that the
related foreign income and tax data are insubstantial.
Certain data about these corporations are, however,
included in columns 1-16 of Table 1.

The U.S. tax law allows parent corporations to file
consolidated income tax returns presenting the com-
bined financial data of an entire group of affiliated
corporations. Therefore, the actual number of cor-
porationsclaiming a foreign tax credit is understated,
inasmuch as the statistics in this article are for cor-
poration income tax returns with a foreign tax credit.
For purposes of this article, however, the term "cor-
porations" is used interchangeably with "returns."

Each return included in the statisticswas assigned
an industry code during statistical processing. This
code was used as a classifier of the returns. The
industry code represented the principal business
activity of the corporation filing the return. However,
a given return may have been for a company
engaged in several business activities or may have
been a consolidated return filed for an affiliated
group of corporations which conducted different
business activities. To the extent that some returns
(consolidated and nonconsoliclated) were for cor-
porations engaged in many types of business ac-
tivities, the data in this ar

'
ticle are not entirely related

to the industrial activity under which they are shown.
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DEFINITIONS

Current-year Foreign Taxes. --Generally, current-
year foreign taxes available for credit included (a)
foreign taxes directly paid or accrued by a U.S.
corporation on profits of foreign branch operations;
taxes withheld on dividends, interest, rents, royalties
and license fees; and foreign taxes paid or accrued
on other income including income from partnerships
and from the performance of services; and (b)
foreign taxes indirectly, or "deemed," paid by a U.S.
corporation. The deemed paid taxes were the taxes

paid or accrued by a related foreign corporation on
the profits from which dividends were paid (or con-

structive distributions made) to the U.S. corporation.

Dividend Gross-up.-An amount of income equal

to tax deemed paid that is associated with dividends
received or with includable income constructively
received from Controlled Foreign Corporations.

Foreign-source Taxable Income.--Foreign-source
gross income, including certain income "construc-
tively' although not actually received (i.e., foreign
dividend gross-up and includable income of Control-
led Foreign Corporations) less, or "net" of, the al-
locable deductions determined under the Internal
Revenue Code and by provisions of any tax treaty
between the United States and a particular foreign
country. This taxable income was the amount on
which the U.S. income tax on foreign earnings was
determined. it could differ from the taxable income
from overseas business operations and investments
computed under foreign tax law, which was used as
the basis for foreign taxation. In general, foreign-
source taxable income included foreign branch
profits, dividends received from foreign corpora-
tions, rental income, royalties, license fees, interest,

gains fromthe sale of real property, and compensa-
tion for labor or services performed.

Specially Allocable (Section 863(b)) Income- In-
come partially earned within the United States and
partially earned within a foreign country or U.S.
possession. In general, the income was generated
either by production within the United States and
sales abroad, or vice versa; or by transportation,
telegraph, or cable services.

NOTES AND REFERENCES

[11 For an explanation of the difference between
the $21.4 billion total foreign tax credit figure
shown here and the $21.1 billion figure shown

in Statistics of Income - 1984, Corporation In-
come Tax Returns, see the "Data Sources and
Limitations" section of this article.

[21 Unless otherwise stated, the term foreign taxes

paid is used in this article to mean current-year
foreign taxes, which is described in the "Defini-
tions" section of this article. Taxes paid to
foreign governments on some income thatwas
not repatriated to the United States are not
included in the statistics in this report.

13] The focus of this article is Tax Year 1984 be-
cause statistics on the foreign income and
taxes, which generate the foreign tax credit, are
not available for 1985. Seethe "General Umita-
tions" section of this article for a more detailed
explanation. While the focus is also on industry
data, information by selected countries is
provided in Table 4, at the end, of this arficle.

141 Starting from a record high of $36.8 billion for

1979, the foreign tax credit plunged for 1980.

This plunge resulted primarily from the
nationalization of certain U.S. oil extraction in-
terests in the Middle East.

[51 Taxable income, in contrast to net income, i
which is somewhat higher, is used for measur-
ing the recovery because it is the U.S. tax base
used in the computation of the foreign tax

credit. The foreign-source and domestic-

source taxable income are estimates because
a small amount of foreign-source taxable in-

come is not included in these statistics. See the

,,Data Sources and Limitations" section of this

article.

[61 Major U.S. corporations today include multins,

tionall operations distributed throughout the

European Economic Community, Japan.

Canada, and numerous developing countries

around the world. Many foreign countries are

producing various component parts of the finsl

products sold by U.S. companies today. NOt

only does the manufacturing of goods result

from multinational coordination, so does the
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internationally coordinated o Or
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companies. For a discussio f r t e Ofz;

--ifin fir SOO

[71

[81

191

Corporate Foreign Tax Credit, 1984

Coordination," International Economic
Cooperation, Martin Feldstein, editor, University
of Chicago Press, 1988, pp. 43-49.

Under the Deficit Reduction Act of 1984, the
DISC was replaced with the Foreign Sales Cor-
poration (FSC), which created two now
categories of foreign income (effective January
1985): (1) foreign trade income ofa FSC and (2)
distributions from a FSC or former FSC. See
the "Data Sources and Limitations' section of
this article for more details concerning the ex-
clusion of these categories of foreign income
from the 1984 statistics.

The foreign tax credit shown in the statistics do
not include any foreign taxes carried back be-
cause this would require filing an amended tax
return. Amended tax returns were not included
in this study.

See Mose, Vergie, "Report on International
Boycotts, 1976-1982: A Focus on the Middle
East," Statistics of Income Bulletin, Summer
1985, Volume 5, Number 1.

[10] For comparison of the tax effect using foreign
taxes paid as a credit versus a deduction, see
Barlow, Mary, "Foreign Tax Credit by Industry,
1982," Statistics of Income Bulletin, Spring
1986, Volume 5, Number 4.

[111 Seskin, Eugene P. and'Landefeld, J. Steven,
"Plant and Equipment Expenditures, the Four
Quarters of 1984," Survey ofCurrent Business,
Bureau of Economic Analysis, Department of
Commerce, June 1984.

[12] Dilullo, Anthony J., 'U.S. International Transac-tions, Third Quarter 1964," Survey of Current
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Business, Bureau of Economic Analysis,
Department of Commerce, December 1984.

[13] In general, a deficit occurred when the sum of
ordinary and necessary business expenses
plus statutory special deductions exceeded
gross income. Ordinary business deductions,
in the case of banks, include Interest paid to
depositors, as well as deductions for bad debts.

[14] U.S. tax laws mandate the sequence in which
tax credits must be taken in reducing U.S. in-
come tax. The first credit to reduce U.S. income
tax is the foreign tax credit. The remaining U.S.
tax determines the limits of the other succeed-
ing tax credits. For the calculations shown in
Figure 1, the reported amounts of the other
credits were used to reduce U.S. income tax.
These credits were not recalculated to simulate
higher limitations due to the U.S. income tax
before credits not being reduced by the foreign
tax credit (for Figure 1).

[151 A Controlled Foreign Corporation (CFC) is
generally described as a corporation created
under the laws of a government outside of the
United States and with more than 50 percent of
the voting stock or more than 50 percent of all
classes of stock owned by U.S. "persons" on
any day during the taxable yearof the CFC. For
1984 industrially classified Controlled Foreign
Corporation data, see Lewis, Margaret P., "Con-
trolled Foreign Corporations, 1984: An Industry
Focus, " Slaystics of Income Bulletin, Fall 1989,
Volume 9, Number 2.

[161 Krueger, Russel C., "U.S. International Transac-
tions, First Quarter 1984,-- Survey of Current
Business, Bureau of Economic Analysis,
Department of Commerce, June 1984.
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All Corporation Returns with Foreign Tax Credit
Table J.-Total Assets, income, Taxes and Credits and Foreign Income, Taxes and Credit, by Major Industry
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All Corporation Returns with Foreign Tax Credit
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Table 1-Total Assets, Income, Taxes and Credits and Foreign Income, Taxes and Credit, by Major IndustrY-Cominued
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44 Corporate Foreign Tax Credit, 1984

Corporation Returns with Form 1118 Filed In Support of Foreign Tax Credit Claimed
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH $250

MILLION OR MORE IN TOTAL ASSETS
Table 4-Total Assets, Income, Tax and Credits and Foreign income, Taxes and Credit, by Selected Country to Which
Foreign Taxes Were Paid and DISC Dividends
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH $260
MILLION OR MORE IN TOTAL ASSETS
Table 4.-Tatal Assets, income Tax and Credits and Foreign income, Taxes and Credit, by Selected country to WhichForeign Taxes Were Paid arid biSC Dividends-Continued[ma- -als am Afth-, al d-1
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Corporate Foreign Tax Credit, 1986: An
Industry Focus

By Lissa RedIhIIeS*

For 1986, U.S. corporations paid approximately $23.1
billion in taxes to foreign governments On over $65.8
billion of foreign-source taxable (net) income. Although
only 4,506 corporations, 0.1 percent Of the total number
of corporations that filed U.S. income tax returns, claimed
a foreign tax credit. the amount they claimed for 1986
reduced the total U.S. Corporation income tax liability by$22.3 billion, or by 23.2 percent [if. The petroleum in.
dustry, with a total foreign tax credit exceeding $7 billion,
accounted for 31.8 percent of the total credit.

Even though the total credit was 8.2 percent lower than
the total foreign tax credit claimed for 1985, it was larger
than the total foreign tax credit of any other year since
1980 (Figure A). A major factor behind the small increasein the foreign tax credit claimed between 1984 and 1986w s the relatively slow growth in foreign-source taxable
income. Although corporate profits, as measured by totalworldwide taxable income, increased 7 percent between1984 and 1986, almost go percent ofthis increase resultedfrom the $16.1 billion growth of domestic-source taxableincome [2, 31,

BACKGROUND

Congress established the foreign tax credit in 1918 toencourage foreign trade and investment by eliminatingdouble taxation on foreign-source income [4]. Previously,theY could only use these taxes as deductions to lowertheir U.S. taxable income The law originally allowed U.S.corporations to reduce their U.S. tax liability by all of theincome taxes they paid to other nations. The Revenue Act01"1 921 restricted the amount that could be claimed as acredit against the U. s. tax liability to an amount equivalentto the U,S. tax on foreign-source taxable income. Thiswas determined by taking the percentage of foreign-Source taxable income to worldwide taxable income andaPPlying it to the overall U.S. tax liability, before credits.
This limitation attempted to prohibit corporations fromusing their foreign taxes, which often reflected higher taxtalift than those

i
mposed by the United States, to offset

Figure A
Corporate Foreign Tax Credit, 1978-1986

Amounts in Billions of Dollars
40 n

0
1976 1978 1980 1982 1984 1986

Tax Years

their domestic tax liability. Nevertheless, corporations
were stiff able to maximize their foreign tax credit bycombining income from overseas investments, such asmost interest-bearing investments, which, If taxed at all,were taxed at a low rate, wfthtoreigri-source income taxedat rates higherthan the domestic rate,to increase the ratioused to compute the credit limit. To reduce such averag-ing across countries, from 1932 through 1961 taxpayershad to calculate their limitation on a per country basis.From 1961 to the repeal of the per country limitation in
1976, they could elect to use the overall limitation, How-ever, the Revenue Act of 1962 required corporations tocompute their foreign tax credit limitation separately forcertain investment interest income. Although there havebeen other modifications to the foreign tax creditprovisions, the guiding principle remains that of eliminat-ing double taxation without reducing the total U.S. taxliability below the U.S tax rate.

-Forslgin_~~etur_Lima Analysis Section. Prepared under the direction of Chris Carson, Chief. 55
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For 1986, U.S. corporations had to calculate separate
foreign tax credit limitations for (1) certatin investment
income, (2) dividends received from an Interest Charge
Domestic International Sales Corporation (IC-DISC) or
former DISC (see Definitions section), (3) foreign trade
income of a Foreign Sales Corporation (FSC) (see Defini-
tions section), (4) distributions from a FSC or former FSC,
and (5) all other income from sources outside the United
States. The sum of the foreign tax credits for each income
type comprised the total foreign tax credit that could be
claimed. If the actual taxes paid, accrued, or deemed paid
exceeded the limitation, the excess could be carried back
2 years and then carried forward for 5 years. Participation
in, or cooperation with, an international boycott reduced
the total foreign tax credit claimed for 1986 by $727,000.

WORLDWIDE TAXABLE INCOME

The domestic economic recovery that started in 1983
continued through 1986, albeit at a slower pace.
Worldwide taxable income for all U.S. industries increased
7 percent between 1984 and 1986, compared to 26.5
percent between 1982 and 1984. At $277.8 billion for
1986, worldwide taxable income was higher (in current
dollars) than it had ever been during the 1980's but not
quite as high as 1979 when ft peaked at $280.2 billion.

Increases in domestic profits (as measured by domes-
tic-source taxable income), particularly in the bankinb and
insurance industries, fueled most of the growth between
1984 and 1986. (For a comparison between foreign-
source and domestic-source taxable income for 1984 and
1986, see Figure B.)

Domestic-source taxable income for the banking in,~,
clustry recovered from a net loss of $493 million for 1 N:~
(caused primarily by declines in the agriculture, Petroleum,
and commercial real estate industries and losses on loaq
to third world countries) to a net gain of over $5 billion for,
1986, as banks increased their loan-loss reserves, inter",
rates fell and consumer demand for loans grow 15]. lntN,,
insurance industry, So percent hikes in property and!
casualty insurance premiums ended the 6-year decline in:
profits caused by escalating liability claims [6). %
helped to explain the nearly 250 percent increase-in
domestic-source taxable income in this industry.

Foreign-source taxable income, during the same tirrA
expanded by just 3

.
5 percent. Although it increased~

considerably (by over 76 percent) in the insurance ir~'
clustry, it fell by morethan $1 billion (17.5 percent) inthe~
banking industry.

Nevertheless, on a percentage basis, some inclustiriec
experienced much more growth between 1984 and 1986-
in theirforeign-source taxable incomethan intheircloml
tic-source taxable income. For example, Yrithin the elecW
call and electronic equipment manufacturing inclustdw~
foreign-source taxable income climbed 118 percent, from

$2.5 to $5.5 billion, even though the total domestic-sourot .
taxable income fell by more than one third, from neaq $e,
billion to $5.7 billion. Another example was the rxinr,7~
electrical machinery manufacturers. Foreign-source taxl~
able income for this group rose 39.8 percent, to $9.6,
billion, while domestic-source taxable income plummet"Ci
almost 85 percent, from $6.5 billion to less than $0~

for the agricufturA4billion. There were similar patterns i

Figure B.-Domestic and Foreign Source Taxable Income, by Selected Industries, 1984 and 1986

[Mon" amounts are in millions of dollars)
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forestry, and fishing; retail trade; and service industries.

But because the combined foreign-source taxable in-

comeforthese industrieswas ontyabout3 percent ofthe

total, the effect of these changes on the aggregate statis-
tics was minimal.

Despite the economic recovery that occurred after
1982, the foreign-source taxable income of the petroleum

Industry continued the rapid decline that began with the

deterioration of the controlled prices of 1979 set by the
Organization of Petroleum Exporting Countries (OPEC)
(see Definitions section). As a result of severe drops in oil
prices in 1986, ft fell by $3.1 billion (1 6.4 percent) from its

1984 level, while domestic-source taxable income
dropped by $6.6 billion (72.6 percent). Total foreign-
source taxable oil and gas extraction income (see Defini-
tions section) for all industries fell to $12.0 billion for 1986,
31 percent below 1984. The remainder of foreign-source
taxable income for all industries rose by 16.5 percent.

Foreign-source taxable income comprised nearly a
quarter of the total worldwide taxable income reported by
all U.S. corporations. For the mining division, it was over
45 percent. Income from abroad comprised as much as
41 percent of the worldwide taxable income for manufac-
turing, but only 21 percent of the worldwide taxable in.
come of the finance, insurance and real estate industries.
The remaining industries earned only a small proportion
of their worldwide taxable income overseas.

FOREIGN TAXES

Figure C.-Corporrations Claiming a Foreign Tax Credit:
Current-Year Foreign Taxes and Foreign Tax Credit by
Industry Group, 1986
Imonery amoumw are in millions of dollars]

mduisl group

Ali industries. ..................................

Agriculture, forestry and fishing ..... ........

Mining......................................... ...........

Construction, .............. _ ........... ..............

manufacturing .........................................

Petro~eurn (including integrated and
coal Products) .................................

Transportation and Public utilities ............

Wholesak, trade ............................. _

Retail trade ..................................

Finance, insurance and real estate

Services ..................................................

In many industries the foreign average rate was con~
siderably lower than the U.S. rate. For example, in the
finance, real estate, and insurance industries the U.S. rate

average foreign tax rate is the ratio of current-year foreign
taxes to foreign-source taxable income. The average U.S.
tax is the ratio of U.S. income tax liability, after all credits
except the foreign tax credit, to the U.S..income subject
to tax). This U.S. rate was considerably less than the top
corporate statutory rate of 46 percent for 1986. 11~

The average U.S. and foreign tax rates for the agricul-
ture, forestry and fishing; transportation and public
utilities; and finance, insurance, and real estate industries
were much lower than the averages for all industries while
they were much higher for the mining and petroleum
industries d ue to the high tax rates generally imposed on
oil and gas extraction income (Figure D).

Changes between 1984 and 1986 in foreign taxes (see
Definitions section) and the foreign tax credit claimed by
each industry generally reflected the changes in foreign-
source taxable income. In the finance, insurance and real
estate industries, foreign taxes were up 31 percent even
though foreign-source taxable income went down by
about 8 percent, because taxes withheld on interest are
generally withheld on gross income, which increased 19.6
Percent, rather than on net or taxable income.

In most industries, almost all of the total foreign taxescould be claimed as a foreign tax credit (Figure C). Theforeign tax credit claimed exceeded the current-yearforeign taxes for some industries because corporationswere permitted to carry forward to 1986 the taxes theyPaid In excess of their limitations for prior years.

EFFECTIVE FOREIGN TAX RATES

U,S. corporations had approximately the sameaverage tax rate, about 35 percent, on both their totalworldwide and foreign-source taxable income. (The
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was 33.4 percent while the foreign rate, since many

countries have low withholding rates on interest income,

was only 20.5 percent, Transportation and pubfic utilities

had a U.S. tax rate of 30.6 but a foreign rate of only 1 3. 1,

possibly because some of the income earned by this

industry is tax exempt in other countries.

INDUSTRY COMPOSITION OF THE TOTAL
FOREIGN TAX CREDIT

Since some industries earn more of their income

abroad than others, the distribution by industry of the total

foreign tax credit claimed for 1986, $22.3 billion, does not

resemble the industry distribution of the total U.S. income

tax liability (Figure E). For instance, the manufacturing

industries claimed 81.3 percent of the total foreign tax

credit and 74.2 percent of the total foreign-source taxable

income, but they accounted for less than 46 percent of

the total U.S. income tax (and 32.8 percent of the total

domestic-source taxable income). The industries which

had a relatively high share of the total U.S. income tax,

such as finance, real estate, and insurance; transpona-

lion and public utilities; and wholesale and retail trade,

claimed only a small percentage of the total foreign tax

credit.

The petroleum industry (a subset of the manufacturing

category) was the most dominant. It accounted for less

than 1 percent of the total returns claiming a foreign tax

credit for 1986, yet these returns accounted for 31.8

percent of the total foreign tax credit and 24.3 percent of

the total foreign-source taxable income. This industry

was responsible for only 8.1 percent of the total U.S.

income tax liability before all credits except the foreign tax

credit, and constituted not quite 1.2 percent of the total

domestic-source taxable income. The foreign tax credit

reduced the total U.S. tax liability of petroleum companies

by over $7 billion, a 91 percent reduction, from $7,778

million to $707 million. The major factors which con-

tributed tothe size of the foreign tax credit in the petroleum

industry were the relatively high foreign tax rates and the

tact that income from foreign sources accounted for over

86 percent of the worldwide taxable income of petroleum

companies.

GROSS INCOME AND TAXES BY INCOME TYPE

Total foreign-source gross income, excluding branch

and specially allocable income, (see Definitions section)

rose 9 percent from `19B4 to 1986, to $93.5 billion. (As

taxpayers are only required to report net branch and

specialty allocable income, these Will be discussed in a

separate section.) Most of this increase occurred in

dividends, dividend gross-up (see Definitions section),

Figure E
Industry Composition of the Corporate

Foreign Tax Credit, 1986

Transportation
and Public
Utilities 1%

All Other
Industries

4.6%

Wholesale and
Retail Trade

2.9%

Total Foreign Tax Credit: $22.3 Billion

Petroleum
8.1% 1 -

Transportation
and Public

Utilities 11.7%

Finance,
Insurance
and Real

Estate 17.6%

Total U.S. Income Tax, before tho2
Foreign Tax Credit:' $96.2 Billion

'Petroleum includes integrated and coal

products.
Income tax after all credits except the foreign

tax credit.
I-
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net capital gains, and rents, royalties and licensing fees.

Total gross income from dividends increased 23.8
percent, to $25.8 billion, while income from dividend
gross-uP grew 21.0 percent, to $14.6 billion. With the fall
of the dollar against most major foreign currencies in
1985, foreign stocks became more profitable, contribut-
ing to a 400 percent leap in net capital gains income, from
$0.8 to $3.9 billion 171. Rents, royalties, and licensing
fees expanded 21.2 percent to $11.9 billion. In contrast,
total gross interest income rose only from $17.7 to $18.6
billion, or 5.3 percent, while total gross income from the
performance of services increased about 4 percent, to
$6.4 billion. All other gross income, which includes sales
and partnership income, declined by 32.2 percent, to
$12.3 billion.

Overall, the composition of total gross income was
slightly different between 1984 and 1986. Dividends and
dividend gross-up (combined) still comprised the largest
percentage of total gross income, 43.2 percent; but inter-
est income, with 20 percent of the total, was second. Other
income (13.1 percent) was third followed by rents, royal-
ties, and licensing fees (12.7 percent); service income (6. 8
percent), and net capital gains (4.2 percent).

The type of income reported demonstrates the ways in
which U.S. corporations conduct their foreign business
activities. If they establish unincorporated foreign
branches to carry out their foreign operations, their in-
Come would be reported as branch taxable income but it
they establish controlled foreign corporations (see Defini-
tions section) their income would be reported asdividends and dividend gross-up. ff, however, U.S. cor-
Porations choose to conduct their foreign business
through direct transactions with related foreign corpora-tons or unrelated entities, their income would appear asgrim

income, usually as interest; rents, royalties andlicensing fees; service or other income.

The high percentage (59.4) of dividends and dividendgross-up to total foreign-source gr
I
oss income formanufacturing Corporations confirms that these corpora-tiOnsoPerate Primarily through foreign subsidiaries. Cor.POrallons which Produce non-electrical machinery alsoeam,a significant proportion. 42 percent, of their incomefrom rents, royalties and licensing fees, which suggests'hailheso corporations may operate to a certain extent byleasing or licensing their machinery abroad to foreignsubsidiaries and unrelated entities.

A large Proportion of the gross income of the construc-UQR bar'SPOrtation and Public. utilities; and agriculture,

W1

forestry and fishing industries was from the performance

foin
fasnecrevices while corporations engaged primarily in

, insurance. or real estate activities. received most
of their foreign gross income from interest. Mining, and
wholesale and retail trade are the only industries which
have a significant share of income reported as other
income (Figure F).

The proportion of total foreign taxes paid or accrued
on interest and on income from the Performance of ser-
vices is less than the corresponding proportion of foreign
gross income, while the percentage of total taxes paid or
accrued on other income exceeds the percentage of total
gross income reported as other income (Figure G) [8].

One reason why interest income was 20 percent of the
total foreign gross income but taxes on interest income
were only 15 percent of the total taxes paid or accrued is
the low foreign tax rates on interest income in certain
countries as well as the numerous tax treaties between
the United States and other countries which have estPb-
lished a zero tax rate on this particular income type.

BRANCH AND SPECIALLY ALLOCABLE
INCOME

Income from foreign branches Comprised 14.4 percent
of total foreign taxable income for 19M, compared to
nearly 23 percent for 1984. Between 1984 and 1986
branch income fell 34.7 percent, from $14.5 billion to $9.5
billion.

The banking and petroleum manufacturing industries

fwoerer
e
ig

m
nobrrean

ficehleysthan oth er I nd ust rias to ope rat a t h ro u g h
. The banking industry, which historical-

ly makes its foreign loans through branches rather than
through subsidiaries, derived 48.2 percent of its total
foreign taxable income from branch activities. The $2.6
billion decrease in branch income for the petroleum in-
dustry accounted for half of the fall in total foreign branch
income while the $2.1 billion drop in branch income in the
banking industry was responsible for 41.4 percent. How-
ever, total foreign gross income (exclusive of branch
income) of the banking industry rose between 1984 and
1986.

Specially allocable Code section 863(b) income (see

tDotef
aiintiobroeingsnsescotuio

rcn)
e,tawxhaicblhecinocnostmfteuteodr lZ996pearIcena

tolfrtohme
1984 to 1986, from $2.4 billion to $1.9 billion, a drop of 19
percent. The manufacturing industries, especially
producers of motorvehicles and nonelectrical machinery,
earned most of this income.
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Figure F
Total Gross Income by Industrial Division and income Type, 1986'

Manufacturing

Transportalti!n and
Public Utilities

N Dividends and 0 Interest
Dividend Gross-Up

M Rents, Royalties, 0 Services El Other

and Licensing Fees

of corporations claiminq a Foreign Tax Credit. Excludes branch and specially aliocable income.

SUMMARY

The foreign tax credit rose from $21.4 billion for 1984
to $24.3 Wi lion for 1985 before failing to $22.3 billion for

1986. Worldwide taxable income, however, increased
steadily, from $259.5 billion for 1984 to $277.8 billion for
1986, reflecting domestic economic growth as evidenced
by the expansion of domestic-source taxable income.

Foreign-source taxable income for all industries grew
3.5 percent between 1984 and 1986. It declined in the
mining; construction; and finance, insurance, and real

estate industrial divisions but rose in all others. Total

foreign taxes paid and the foreign tax credit clWmed also
dropped in mining and construction but grew in finance,
insurance, and real estate industries. They also declined

in the transportation and public utilities.

The decrease of income and taxes paid in the.

petroleum and related industries is responsible for M04-1

of the decline in the income and taxes reported for0
4

manufacturing and mining industrial divisions. ForeLqrl~

source taxable income reported by petroleum c0mll!N

fell by 16.4 percent, or $3.1 billion, while their total 1010W
in &

taxes declined 29 percent. However, the petr0le'l.,

dustry still claimed the largest portion, 31,8 percent,

total foreign tax credit claimed for 1986.

Gross income, excluding branch and Specially

IoCable income from dividends, divridend gross-uP,I
royalties, and licensing fees; and from the perforrIlan'(Ieenl!
services, and net capital gains increased bu-

Tmil
d 1906 while other ross income declineu-an V

branch income decreased significantly between

Corporate Foreign Tax Credit, 1986

Figure G
Corporations Claiming A Foreign Tax Credit:Foreign Gross Income and Taxes, by Income
Type, 1986
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23,arca On'80urce taxable

compared to nearlynt Of the toreigns,
urCe taxable income for 1984

ZATA SOU"CES AND LIMITATIONS
.1"',

1986 data Presented in this article were derived'orn returns in the corporation Statistics of Income
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sample with an accounting period ending between July

c109r8P60raantd sJaunmepIle9in8c7luadneddwaitphpraofxoim
roaig

ten
tax credit. The

ly 85,100 returnschosen after Internal Revenue Service administrativeprocessing but before audit examination from the ap.proximately 3.4 million active corporation income taxreturns filed for Tax Year 1986. Because some returnswith foreign tax credits that were included in the 100percent sample class for this study had arrived too late tobe included in the regular corporate statistics, there areslight differences between the statistics presented hereand those previously published in Statistics of Income-1986, CoWration Income 7-ax Returns. Estimates forthese returns, however, were included in the corporatestatistics.

Sampling error is not considered to be a limitation ofthe data Presented in this article inasmuch as all returnswith $250 million or more in total assets were 1 oo percentsampled and these returns accounted for most of thedata: they composed 95.1 Percent of the total foreisource taxable income, 95.6 percent of the total tore
gn-

lax credit and 98.3 percent of the total assets reporte'
ign

returns with a foreign tax credit.
don

GENERAL LIMITATIONS

The foreign tax credit is claimed under Code section901 ofthe Internal Revenue Code. In accordance with theinternal Revenue Code, corporations file the foreign in-come and tax data on Form ' 118 that support the foreignax credit claimed on the corporate retum, Form 1120.The statistics in this article were based on the informationreported on Forms I I 18. Therefore, they do not reflectadjustments made during audit examination, which finallydetermines the acceptability of the foreign income andtaxes reported. Some corporations file preliminary dataonly because complete information on theirtoreign opera-tions is often not available when they file their U.S. incometax return.

artForeign income and taxes are underreported in thiscle to the extent that they were not reported on Form
tIhIely8.haSdonmoeUcSorpinocraotimoentsadxitdonro

etpfoilile
the form because
and consequentlyno foreign tax credit to claim. Others chose to deduct theirforeign taxes from their gross income instead of taking thecredit, while some corporations simply failed to file theForm 1118 to support the foreign tax credit they claimedon their corporate return The amount of foreign incomeand taxes attributable to these returns is considered to beminimal.
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DEFINITIONS

interest Charge Domestic international Sales Corpora-
dons are corporations primarily engaged in the sale of
U.S. exports. Most income from these corporations is
generally not taxed until it has been distributed to a parent
corporation in the form of dividends.

Foreign sales Corporations are corporations estab-

lished mainly to sell the U.S. exports of a U.S. parent

corporation. Part of their foreign trade income is tax

exempt. Congress imposed a separate foreign tax credit

limitation on the foreign taxes paid on this type of income

in 1985.

industry in this article refers to the industrial classitica-
tions determined under the 1974 Enterprise Standard

Industrial Classification (ESIC) authorized by the Office of

Management and Budget. The underlying Standard In-

dustrial Classification was that for 1972, as revised in

1977.

Petroleum industry (unless otherwise stated) refers to

the integrated petroleum industry; that is, all corporations

primarily engaged in extractim, or refining, and marketing

of crude petroleum.

The Organization of Petroleum Exporting Countries
(OPEC) is an oil cartel which includes Algeria, Ecuador,

Gabon, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Qatar,

Saudi Arabia, United Arab Emirates, and Venezuela

Foreign taxes (unless otherwise stated) refers to cut-
rent-year foreign taxes, which are withholding taxes on

dividends, interest, rents, royalties and licensing fees;

taxes directly paid or accrued on income from partner-

ships, services or other income or on foreign branch

profits; or taxes deemed paid. The latter are a proportion

of the taxes paid on the profits of a related foreign cor-

poration (and its subsidiaries) from which a U.S. parent

corporation receives dividends.

Specially allocable income under Code section 863(b)

is that income which has been earned parfially within and

partially without the United States, usually from producing

in the United States and selling abroad or vice versa, or

by transportation, telegraph or cable services.

Controlled Foreign Corporations (CFCs) are corpora-
tions established outside the United States, more than 50

percent of whose voting stock of all classes of stock was
owned by U.S. persons on any day of the taxable year of
the CFC.

Dividendgross-up is income associated with dividends
received or constructively received from a controlled

foreign corporation and is equivalent to the tax deemed
paid.

Foreign oil and gas extraction income is income as.
sociated with the extraction of minerals from oil and gas,

The amount of taxes on this income that could be used
as part of the foreign tax credit is restricted to the highest
U.S. rate of corporate tax, 46 percent for 1 9B6.
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ill Total U.S. income tax liability, unless otherwise
stated, refers tototal U.S. incometax, after all credits
except the foreign tax credit. For a more detailed
explanation of this definition, see Statistics of Income
Bulletin, Spring 1987, p. 13-14.

(21 Domestic-source taxable income is calculated by
subtracting the foreign-source taxable income
reported on Form I I 1 8 from the worldwide taxable
income (total U.S. income subject to tax, reported
on Form 11 20). Because not all foreign-source in.
come is reported on Form i I 18, statisticsforforeigr~
source and domestic-source taxable income are
estimates. See "Data Sources and Limitations.'

[31 The 19B6 data are Compared to 1984 because

detailed Form 1118 data on foreign income and
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credit, see McDaniel, Paul R. and Hugh J. Auk
introduction to United States international TaxatiOP,
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[61 Richard Morais, -Insurance,' Forbes, January
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Overseas Markets,' Business Week, Uec
1985, p. 114.

181 The percentage of other taxes paid to total I
er 40-1paid exceeds the percentage of gross

_her Ito total gross income partly because
includes taxes on Section 863(b) incon".

[91 A future issue of the Statistics ofincome BLI1100
for i

present the foreign income and taxes 113

by geographical classifications.
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[10] These statistics do not include taxes in excess of the
limitation that have been carried back to 1986 since
these taxes will be reported on amended returns and
not were available at the time this article was written.

EXPLANATORY TABLE NOTES

The data for the following tables are tabulated from the
Forms 1120 and 1118 (See Data Sources and Limita-
tions).

For Table 1, the rows are the major industrial divisions
(see definition of 'industry, in the Definitions section
above). Columns 1 through 16 are amounts reported on
Form 1120 while the remaining columns are amounts
reported on the Form 1118. Columns 18 through 25reveal the distribution oftotal foreign gross income across
different types of income and su m to col umn 17 [1 ]. Gross
branch and specially allocable income are not included in
this section because taxpayers were required to report
only taxable or net income for these two income types
prior to the 1986 Tax Reform Act. Foreign oil and gas
extraction gross income appears in columns 27 through
31 and adds to the total in column 26. These amounts arealso included in the foreign gross income on columns 17through 25. Columns 32 through 44 contain deductionsfrom the gross Income. They are divided into allocable,columns 33 through 37, and not directly allocable deduc-

63

tions, columns 38 through 41. Columns 33 and 38 are thetotals, respectively, and sum to column 32. Columns 39through 41 do not add to the total on column 38 becausethere are types of not allocable deductions other thanresearch and development, interest, and general andadministrative. Columns 42 through 44 are the deduc-tions to oil and gas extraction income. These amountsare also included in the amounts on columns 32 through41. Column 45, the total foreign-source taxable incomeequals column 17 minus column 32 plus columns 46 and47. Column 48 equals column 17 minus column 32.Column 49 contains the adjustment necessary to derivehe total foreign-source taxable income to be used in the
calculation of the foreign tax credit limitation. Columns54hrough 62 are the foreign taxes paid, accrued, or deemedpaid while columns 67 through 69 are the dividends anddeemed paid taxes reported on Schedule C of the Form118.

The columns in Table 2 are identical to those in Table

11

but the rows are the different types Of separate limitationincomes for which the taxpayer was required to file for986. The last row, foreign oil and g extraction income,as
is aiso part of the fourth row, general limitation income.

[1) Columns and rows may not sum exactly due to
rounding.
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Table 1-70tal Assets, Income, Taxes and Credits and Foreign Income, Taxes and Credit, by Major Industry
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Table 1-Total Assets, Income, Taxes and Credits and Foreign Income, Taxes and Credit, by Major Industry-Continued
JAII figures are estimates based on samplet-m-ey amounts am in thousands at dollars]
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Table
I.-Total Assets, income, Taxes and Credits and Foreign income, Taxes and Credit, by Major Industry-Continued
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Table 1-Total Assets, Income, Taxes and Credits and Foreign Income, Taxes and Credit, by Major Industry-Continued
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Corporation Returns with Form 1118 Filed in Support of Foreign Tax Credit Claimed

Table 2.-T.tal Assets, Income, Taxes and Credits and Foreign Income, Taxes and Credit, by Type of Foreign Income for

which Separate Credit was Computed
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Corporation Returns with Form 1118 Filed in Support of Foreign Tax Credit Claimed

Table 2.-Total Assets, Income, Taxes and Credits and Foreign Income, Taxes and Credit, by Type of Foreign Income for
which Separate Credit was Computed-ContinuedI
(All lquess are estimates based on sampie-money amounts are in thousands of dollars)
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1986 Corporation Foreign Tax Credit,

A Geographic Focus

in the 1980's for the first time, Canada surpassed the

United Kingdom as the country which accounted for more

corporate foreign-source U.S. taxable (net) income than

arry other country (Definitions section). Canadian-source

taxable income for 1986 was $10.5 billion, 16 percent of

total foreign-source taxable income. In addition, more of

the foreign taxes paid by U.S. corporations ($4.7 billion)

were paid to Canada than to any other country (Definitions

section). United Kingdom-source income declined

sharply, by 30.6 percent, during the 1984-1986 period.

The foreign tax credit claimed by U.S. corporations

Increased by nearly 4 percent, from $21.4 billion for 1984

to $22.3 billion for 1986; while foreign-source taxable

income increased by nearly 8 percent, from $61,1 billion

to $65.8 billion. Since much of this income was subject

to foreign taxation, $23.1 billion of income taxes (nearly

35 perceht oftaxable income) were paid to foreign govern-
ments. Of the 4,506 active U.S. companies claiming a

foreign tax credit for 1986, 764 (17 percent) were giant,
corporations with total assets of $250 million or more.

Tills small group of companies accounted for nearly all of
the foreign tax credit claimed by U.S. corporations 11

The U.S. economic recovery that started in late 1983
seemed to have continued and may have affected the
business operations of U.S. corporations overseas in
1986 -[2]. In five of the countries listed, (including
countries Where U.S. corporations earned at least $1
billion of foreign-source taxable income for either 1 984 or
1986) U-S- corporations showed significant increases in
taxable income (Figure A). The largest income increases
*9re registered in Italy, West Germany, Japan, Switzer-,land and France, the main reason being a noticeable rise
In net capital gains income for each country.

Despite the overall increase in foreign-source taxableIncome from 1984 to 1986, in general, the use of offshore5nancial centers in the Caribbean and in Central America11OPearld to have decreased markedly. Taxable income

Figure A.-Foreign-Source Taxable Income, by Selected
Country, 1984 and 1986
[MillOns, ot dollars]

C..ry IOU

(1) (2) (3)

All counIFIDS ....................

$a;

097 $66.809 7.7%

SeleMed countries, toftl 47,221 49,059 5.2

Italy.... ............... 989 2,651 168.0

West Germany .. ......................... 2,323 5.428 133.7

Japan .......................__ ............. 2,884 5,670 96.6

S,~is,efl.ml .................... .... 860 1,549 80.1

Frame.. ............................ 1,458 2.616 79.4

Canada.... ........... ........ ............. 7,539 10,508 394

B-4 ............................ I.............

1
.695 1,977 16.6

Panama.................._.................. 819 791 -34

Mexlco.._ ........... ............ ........

1
146 1,041 -%2

Netherlands., ............................. 2,588 2.035 -21.4

A shall. ............... ... .......... 2,319 1,642 -292
Netherlands Antilles ........... 1.290 899 -3o.3

Un,ted Kingdom... ...................... 11.913 8,263 _3D.6

InclonOva .................. ......I 1 2,938 1.671 -43.1

Nm-y................. ............. ...... 3,279 1,791 -45.4

Bahamas .................. ............... 2,115 8oo -62.2

Egypt ................................. 1 1,066 1 327 -69.3

from the Netherlands Antilles and the Bahamas declined
by 30.3 percent and 62.2 percent, respectively. Panama
also showed a slight decline of 3.4 percent. These
decreases were mostly due to a sizable drop in services
income for all three countries.

Foreign-source taxable income of U.S. corporations

doing business in countries which were members of the

Organization of Petroleum Exporting Countries (OPEC)

continued to drop, to $3.1 billion for 1986, a reduction of

almost 41 percent from 1984 (Definitions section). This

continued the declining trend of income from OPEC
countries (76 percent) through the first half of the 1980's.

Taxes paid by U.S. corporations claiming a foreign tax

credit to OPEC countries also fell but by less (40 percent)

to $1.7 billion from 1980 to 1986.

BACKGROUND

U.S. tax law allows corporations a credit against their
U.S. income tax for income taxes paid to foreign govern-

*F ir--e-j-~-Chief. gn 8etums Analysis Section. Prepared under the direction of Chris Carson,
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76 Corporate Foreign Tax Credit by Country, 1986

ments. U.S. corporations are taxed on their worldwide
taxable income. Therefore, the foreign tax credit serves
to eliminate double taxation on foreign-source income,
which is typically subject to tax by the country in which it
was earned.

The ability of some corporations to offset the U.S. tax
on domestic income with the credit for foreign income
taxes led to the first limitation on the foreign tax credit in
1921. The credit limitation remains as a fundamental
principle of the current U.S. foreign tax credit provisions.

The limitation restricts the amount of credit for foreign
income was to the lesser of (1) the U.S. tax on foreign-
source taxable income, or (2) the actual foreign income
taxes paid. This calculation results in a zero limitation (no
credit) if a corporation has an overall foreign loss or a
worldwide loss. However, credits in excess of the limita-
tion may be carried back two years and forward five years.

For 1986, the limitation was separately calculated for
five categories of income: (1) section 904(d) (generally
portfolio) interest income, (2) dividends from an Interest
Charge Domestic International Sales Corporation (IC-
DISC) or former DISC, (3) foreign trade income of a
Foreign Sales Corporation (FSC), (4) distributions from a
FSC or former FSC, and (5) all other income from sources
outside of the United States. (IC-DISC's and FSC's were
domestic corporations created to promote U.S. exports).

The total foreign tax credit for 1986 was the sum of the
amounts computed, using these five separate limitations.
In some instances, the total credit was reduced for par-
ticipation in, or for cooperation with, international
boycotts.

To claim a foreign tax credit, a U.S. corporation must
have foreign-sourcd taxable income, pay a foreign in-
come tax, and have a U.S. income tax liability. Only
certain taxes can be claimed as a foreign tax credit. They
include income taxes imposed by U.S. possessions or the
national government of a foreign country, as well as its
cities, states, and other subdivisions.

Corporations can deduct all foreign income taxes in
lieu of claiming a foreign tax credit for all such taxes.
However, most corporations obtain a greater tax benefit
by electing to credit these taxes against U.S. income tax.
Taxes such as excise, franchise, sales, and certain other
taxes, do not qualify as creditable foreign taxes, but can
be deducted in calculating worldwide taxable income,
even when the foreign tax credit is elected for foreign
income taxes.

GEOGRAPHIC SOURCES OF FOREIGN
INCOME AND TAXES

Of the principal countries or areas of origin of 1~
foreign-source taxable income of U.S.corporations
foreign tax credits, (Figure B) those with the highest
centage of the total foreign-source income for 1986 W
Canada (16 percent), the United Kingdom (13 perce
Japan (9 percent) and West Germany (8 percent), TN'
largest amounts of current-year foreign taxes were
to these same four countries krigure Q). The remaink
54 percent of income was widely distributed.

Canada generated the most foreign-source tar,
income ($10.5 billion) for 1986, replacing the 1984 lea
the United Kingdom. Nearly 81 percent ($8.5 billion)
the Canadian income was accounted for by U~
manufacturers. Of the foreign taxes paid by U.S. corp
tions; ($4.7 billion) more were paid to Canada than to
other country.

Almost half (46.4 percent) of the Canadian-source
come from manufacturing originated in the petrole
industry (Definitions section) [3]. For 1984, only $1
billion (21.7 percent) of Canadian income was earned
U.S. corporations in the petroleum industry. With
deregulation of Canada's oil industry starting in late 19
and the general expansion of Canada's economy, al
$4.0 billion in profits were reaped by U.S. petrole
corporations for 1986 from Canadian operations. This
an increase of nearly 143 percent from 1984
Petroleum subsidiaries accounted for 48.2 percent of
1986 foreign taxes paid by U.S. manufacturers in Can
due to the high taxes imposed by Canada on the ind
at that time. For 1986, these corporations paid a
average tax rate (over 56 percent) on Canadian in
earned by the petroleum industry. This increased
centage reflected Canada's top corporate statutoryA.
rate of 54 percent for 1986 [5].

Other gains in Canadian-source income were
cated by a 35.4 percent increase over 19a4 in fin
insurance, and real estate, as well as a 71.4 percent
in wholesale and retail trade. The increase in fil

insurance, and real estate was due mainly to the d

tling of restrictive regulations imposed by prior Cans

governments on the country's financial markets. -
advent of free trade talks between the United States-
Canada spurred the increases in wholesale and I

trade 16].

Bv comparison the U.K-source income of U.S,
panies declined s

I
harply, by 30.6 percent. This cle

Corporate Foreign Tax Credit by Country, 1986

Figure B
Percentage of Total Foreign-Source Taxable Income, by Country or Area,
1 90V

Figure C
Percentage of Total Current-Year Foreign Taxes, by Country or Area,1986
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Corporate Foreign Tax Credit by CounLry, I

was due largely to decreases in manufacturing, especially and the electrical manufacturing industry rose, up 160,6

of petroleum; and in finance, insurance, and real estate, and 133.3 percent, respectively, from 19134.

down 26.5 and 41.5 percent, respectively. I

Economic Recovery

The U.S. economic recovery that started in late 1983
seems to have continued and spread to much of the rest
of the world by 19B6. Less expensive oil, tax cuts, low

inflation rates, and wage increases overseas all con-
tributed to the economic recovery [7]. With the fall of the

dollar against most major foreign currencies in 1985,

foreign stocks became more profitable. This resulted in

an astounding 424.8 percent leap (from $742 million to
$3.9 billion) in net capital gains income between 1 gB4 and

1986 18). These gains contributed to large overall foreign
income increases registered by Italy (168.0 percent),
West Germany (133.7 percent), Japan (96.6 percent),

Switzerland (80.1 percent), and France (79.4 percent).
U.S. parent companies with operations in these countries

saw a currency-exchange windfall when the dollar
declined [9].

U.S, oil corporations with operations in the United

Kingdom felt the economic crunch caused by less expen-

sive oil in the mid-1980's. A decline in income from the
United Kingdom was reported by U.S. manufacturers

(almost half of which was accounted for by the 45.0

percent decrease in foreign income earned by the

petroleum industry). The fall in oil prices weakened the
British pound, which cut into the capital gains U.S. inves-

tors could earn on British stocks [10]. U.S. banks suffered
a 54.6 percent decrease in U.S.-source foreign income
earned from the United Kingdom during the 1984-1986

period.

At the same time, the economies of both West Germany

and Japan continued to expand and U.S. corporations

earned a combined total of almost $11.1 billion (nearly 17

percent of the total for all countries) in foreign-source

taxable income from these countries for 1986. Ap-

proximately 85 percent ($9.4 billion) of this amount can

be attributed to operations of U.S. manufacturers in both

countries. Specifically, the boom in West Germany was

ted by such consumer-goods industries as electronics,

household appliances, and apparel, with the electrical

industry's income up 913 percent from 1994 [11]. The

West German income of U.S. corporations accounted for

28 percent of the total income of U.S. manufacturers

claiming a foreign tax credit. U.S. manufacturers were

also responsible for 81 percent of the total U.S. corporate

income earned from Japan ($4.6 billion of the $5.7 billion

total for Japan). Income from food and kindred products

Corporate Foreign Tax Credit by Country, 1986

detail is not available for branch income) (Figure El. Cer-
tain country trends are noted:

• most U.S. investment in Canada, West Germany,
and Italy was in corporate stock, as evidenced by
the fact that the majority of income was dividends
and the associated tax on dividends (dividend
gross-up - Definitions section):

• the United Kingdom, the second largest source of
non-branch gross income, had a distribution of
income similar to that for 'all countries';

U.S. corporations benefitted from the Europeani
recovery in Italy as well, where foreign-source taxalit,

income increased 168 percent from 1984. Again, dueto i
the sagging dollar against other foreign currencies anij
low interest rates, and through the sale of Italian corporate
stocks, U.S. companies saw net capital gains incorre
increase by an astounding 2,160 percent [12]. Detailed
data on the type and amount of income generated in moi,
foreign countries is provided (Table 1).

Despite the continued economic recovery, U.s. M.t
porations doing business in OPEC countries and in tha~
principal North Sea oil nations (the United Kingdom and:

Norway) saw foreign-source taxable income and currert. `~~
year foreign taxes further decline during the 1984-19m.'
period. Foreign-source taxable income a, id loneign ltlXv5,,
for OPEC countries decreased almost by hag (Figure 4 1
OPEC countries also show a disproportionately high per, I

centage ofthe total foreign taxesfor both years, whichcanI
be attributed to the high foreign tax rates on oil ircm 1,
Data for North Sea oil-producing countries reflect thei~ i
severe drop in oil prices in 1986 and their effect on,
foreign-source income and taxes. Foreign income ofd!
companies with operations in Norway was reduced
45.4 percent, mostly due to falling oil prices. Simil
U.S. oil companies with British operations had a d
of 30.6 percent in their total foreign taxable income bl~

A
tween 1994 and 1986.

Figure D.-Foreign-Source Taxable Income and
Current-Year Foreign Taxes, by Selected oli-producing
Area, 1984 and 1986
(Milliom M dollars)

Total ........................

OPEC countri- .............
Nonway plus

Urnad K,ngd..............
Percentage ot total,

Total. ............

OPEC countries .. ..............

Norway plus
Unred Kngdorp

Type of income by Country

e texcluding IThe type of foreign gross ncom
U S corporalfrom foreign branch operations) - - orli*

received varied considerably by country Onc

9 almost all income from the Netherlands Antilles
was dividends;

0 over hall of the gross income from Norway was
made up of rents, royalties, and licensing fees,
virtually all from the petroleum industry; and

0 for Japan and Norway, there is a relatively low
percentage (18 and 12 percent, respectively) of
dividend income as compared to the other major
industrialized nations included in the chart.

Figure E

79

Type of income generalizations can be made for
geographic areas as well as for specific countries. Inter.st represented a higher proportion of income from Latin
America (46 percent of the total) than from countries ingeneral (20 percent). This shows the considerable debt
burden of industrializing Latin American countries. In
addition, almost 72 percent of the total taxes paid oraccrued on interest were paid by U.S. corporations toLatin America. Rents, royalties, and licensing fees were
less likely than average to be received from Latin America
(5 percent of total gross income as compared to an overall
percentage of 13 percent). This was also the case with
other less-industrialized areas, such as Africa (4 percent).No dividend income was received from any Eastern
European Soviet-bloc country because only a handful of
companies incorporated in these countries were owned
even partially by U.S. corporations [131. Overhaltofthe
gross income from these countries was interest (63 per-
cent) while a quarter was from rents, royalties, and licens-ing fees.

Average Foreign Tax Rates
Because foreign tax rates vary considerably by country

Percentage of Non-Branch Gross Income, by Income Type, by SelectedCountry or A- -1-, Vou

All countries

Canada

Latin America

.United Kingdom

Japan

West Germany

Italy

Norway

Netherlands Antilles

EMMMM/~/'

ANN 0 Gross-up

0 Interest
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(and by type of income within countries), the 1986

average foreign tax rates of countries ranged from roughly

64 percent down to almost 4 percent (Figure F). .(The

average foreign tax rate is the ratio of current-year foreign

taxes to foreign-source taxable income expressed as a

percentage. The average U.S. tax is the ratio of U.S.

income tax liability to the U.S. income subject to tax after

all credits except the foreign tax credit.) Thirteen of the

23 countries shownfall within 10 percentage points above

or below the all country average. For "all countries,, the

average foreign rate of 35 percent was considerably less

than the 46 percent U.S. corporate statutory rate for 1986.

Most of the countries with the highest average tax rates

were oil-producing nations. Among the reasons for the

relatively high average foreign tax rates were: (1) extraor-

dinary or 'supplemental' oil taxes that were payable in

addition to the normal corporate income tax (i.e., Trinidad

and Tobago, and Norway), (2) relatively high income tax

rates that applied to oil companies only (i.e., Nigeria) and

(3) taxable income bases that were larger under foreign

tax lawthan under U.S. tax law (i.e., depreciation methods

under some foreign tax laws are less favorable than under

U.S. tax law) [14).

rate above So percent. Brazil's rate was 62 Perceqi
chiefly because interest from Brazil (nearly 52 percent4.
non-branch gross income) was generally subject to
25-percent withholding tax on the gross amount. 7~'.
deductions attributable to this income reduced taxa44
income (on which the average tax rate is based),
thereby increased the average rate. Spain's rate wa$
percent because U.S. corporations deriving divide4,,
from Spanish subsidiaries were generally subject toll,
withholding tax on the dividends in addition to the sta%'~
ard Spanish corporate rate of 35 percent 1151.

Organizational Structure of Foreign Operations'.~

There are several different organizational structurai

available to U.S. corporations seeking to expand t4l,11
market or business activities abroad. Most corporatil
wanting to establish a permanent presence over"k,
elect to do so by using an unincorporated foreign br
operation, investing in an existing foreign corporati
forming a subsidiary underthe laws ofthe foreign cou
Some business activities, i.e., certain loans and expo*

can also be transacted without a substantial fore' ~
presence.

Brazil and Spain were the only countries that were not

major oil-producing nations with an average foreign tax
Foreign branch taxable income is shown as a pe

age of total foreign-source taxable income by ro

Figure F.-Current-Year Foreign Taxes and Foreign Branch Taxable Income as Percentages of Foreign-Source Taxable

Income, by Selected Country, 1986
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(Figure F). Branch taxable income as a percentage of all

foreign taxable income fell from 24 percent for 1984 to

about 14 percent for 1986. Generally, the Petroleum and

banking industries are more likely than any other in.
dustries to operate through the establishment of foreign
overseas branches. This is evident in those countries with
the highest proportion of income from foreign branches,
all of them eitther oil-producing nations or an offshore
financial center; namely, Norway (64 percent), Ubya (56
percent), Nigeria (56 percent), Indonesia (49 percent),
and the Bahamas (45 percent).

SUMMARY

The foreign tax credit claimed by U.S. corporations
increased only 4 percent from $21.4 billion for 1984 to
$2Z3 billion for 1986. Foreign-source U.S. taxable in.
come from all countries increased by nearly 8 percent,
from $61.1 billion to $65.8 billion. Almost 35 percent of
foreign-source income was paid as taxes to foreign
governments ($23.1 billion), although not all of it could be
claimed as a foreign tax credit for 1986.

I U.S. corporations earned more foreign-source taxable
Income ($10.5 billion) in Canada than in any other nation.
Accordingly, these corporations paid most of theirforeign
taxes ($4.7 billion) to Canada. This was the first time in
the 1980's any country had surpassed the United
I(Ingdom as the country from which U.S. companies
earned the most income.

Strong U.S. activity was registered in Italy, West Ger-
Pmarry. France, Switzerland and Japan. Declining energy
riM, low inflation, and a weak dollar enabled U.S. com-Parlies to reap big capital gains overseas. The big loserswere U.S. corporations (primarily oil companies) with ac-fivilles in countries that were members of OPEC and in thePrincipal North Sea oil-producing nations (the UnitedlOngdom and Norway), whose economies suffered due tob"r oil prices.

Generally, the type of non-branch foreign income U.S.corporations received varied by country. A substantialPortion Of U.S. investment abroad was i.n corporate stock1 crim_:7el 41 percent of foreign gross income (of $93.5
800 Of dividends ($25.8 billion) and thePaid on them, the so-called dividend gross-UP 014.6 billion).

I

04T'k SOURCES AND LIMITATIONS

%,MPIO Selection and Variability

Vlat'stics Presented in this article for the 1986 Tax

81

Year were estimated from a stratified probability sample
of approximately 85,100 corporate income tax returns
selected after revenue processing, but before audit. The
accounting periods of corporations with a foreign tax
credit included 'in the data were those ending between
July 1986 and June 1987, although most of the activities
reported reflected activities in Callender Year 1986.

While all returns in the Statistics of Income sample with
a foreign tax credit were used for the 1986 data, some
differences exist between the 1986 foreign tax credit data
presented here and those previously published in Statis-
tics of Income-1986, Corporation Income Tax Returns.
These differences are the result of the different weighting
methods used for returns sampled at less than the 100-
percent rate. In addition, the statistics presented herein
include certain returns with foreign tax credits prescribed
for inclusion in the I 00-percent sample class. These
returns were received too late to be included in the regular
corporate statistics and no adjustment for them was made
for the overall corporate statistics.

Sampling variability arises only in strata in WAich
returns were prescribed for selection at a rate of less than
100 percem For this article, returns selected at the 100-
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corporations with $250 million or more in total assets
(which were selected at the 1 00-percent rate) accounted
for a major portion of the total assets (98.3 percent),
foreign tax credit claimed (95.6 percent), and foreign-
source taxable income (95.1 percent) of all corporations
claiming a foreign tax credit. Because of the
predominance of these large corporations, sampling
variability is not considered a major limitation of the statis-
tics.

General Limitations

The foreign tax credit is claimed under section 901 of
the Internal Revenue Code. Corporations claiming a
foreign tax credit generally provide supporting foreign
income and tax data on Form 1118, Computation of
Foreign Tax Credit - Corporations, attached to their U.S.
corporation income tax return. Form 1118 is the source
of the foreign income and tax data for this article. The
statistics do not reflect any adjustments that were made
during audit examination, which finally determines the
acceptability of the foreign income and taxes reported.
Nor do they reflect foreign tax carrybacks which also
determine the final credit. Also, some corporations pro-
vide only preliminary foreign income and tax data with
their U.S. tax returns as filed because not all the informa-
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tion about their foreign operations is available at the time

their U.S. income tax returns are filed.

Foreign income and taxes are underreported in this

article to the extent that data were not provided on Form

11 1 8. some corporations with foreign income and taxes

operated at a deficit and had no U.S. tax liability against

which a foreign tax credit could be claimed and were,

therefore, not required to file the Form 11 1 8. Some cor-

porations may have chosen to deduct their foreign taxes

from gross income rather than credit them against their

U.S. tax liability. For these particular returns, it is believed

that the foreign income and tax amounts were insig-

nificant. In both instances, these returns were excluded

from this study.

DEFINITIONS

The term *counW as used in this article includes not

only countries, but also other separate taxation

authorities, such as Puerto Rico and U.S. possessions.

For certain tables and figures, data for these taxation

authorites are presented together with data by country.

Foreign taxes (unless otherwise stated) refers to cur-

rent-year foreign taxes, which are withholding taxes on

dividends, interest, rents, royalties and license fees, as

well as taxes directly paid or accrued on partnership,

services or other income or on foreign branch profits. It

also includes taxes deemed paid, which are a proportion

of the taxes paid on the profits of a foreign corporation

(including all levels of subsidiaries) out of which the

dividends to the U.S. corporation were paid.

The Organization of Petroleum Exporting Countries

(OPEC) is an oil cartel which includes Algeria, Ecuador,

Gabon, Indonesia, Iran, Iraq, Kuwait, Libya, Qatar, Saudi

Arabia, United Arab Emirates, and Venezuela.

Petroleum industry (unless otherwise stated) refers to

the integrated petroleum industry, i.e., all corporations

primarily engaged in extraction, refining, and marketing

of crude petroleum.

Dividend gross-up is income associated with dividends

received or constructively received from a controlled

foreign corporation and is equivalent to the tax deemed

paid.
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For Table 1, the rows are the specific geographic area
or country. to which foreign income and taxes were paid
(see the definftipn of 'Country' in the definition section
above). Columns 3 through 13 reveal income and taxes
from all sources while columns 14 through 58 represent
income and taxes from specific geographic areas or
countries.

columns 1 through 13 are amounts reported on the
Corporation Tax Return Form 1120 while the remaining
columns are amounts reported on the Form 1118. The
data by geographic areas for columns I through 13 are
not additive to the all geographic areas total. The data in
columns 14 through 58 are amounts for the specific
country. However, the data by geographic area for
columns 14 through 58 are additive to the all geographic
areas total. Data for specific geographic areas are not
always additive as data are present for only selected
countries.

'Columns 15 through 22 contain gross income exclud-
ing branch operations and specially allocable income
(less loss) and sum to column 14. Foreign oil and gas
extraction gross income appears in columns 24 through
28 and sum to column 23. These amounts are also
Included in the foreign gross income in columns 14
though 22.

Columns 29 through 38 contain deductions other than
from branch operations and specially allocable income.
They are divided into; allocable deductions, columns 30through 34: and not directly allocable deductions,
WuninS35 through 38. Columns 30 and 35 are the totals,

83

respectively, and sum to column 29. Columns 39 through
41 are the deductions from oil and gas extraction income
and are included in columns 29 through 38.

Columns 42 through 45 reveal taxable income before
loss recapture which includes foreign branch income
(column 43), specially allocable income or Section 863(B)
(column 44), and foreign income other than from branch
operations and specially allocable income (column 45).
Column 4Z the total foreign-source taxable income also
equals column 14 minus column 29 plus columns 43 and 44.

Columns 46 through 55 contain foreign taxes paid or
accrued and deemed paid before reduction for Interna-
tional boycott operations. Total foreign taxes paid or
accrued are divided into taxes withheld at source on
dividends (column 48), interest (column 49), and rents,
royalties, and licensing fees (column 50), as well as, taxes
paid or accrued on branch income (column 51), service
income (column 52), partnership income (column 53),
and other income (column 54), all of which sum to column
47. Deemed paid foreign taxes are included in column
55. In some instances, small amounts of taxes were
attributed to the country of incorporation of a foreign
subsidiary rather than the actual country of taxation.
Columns 47 and 55 sum to column 46 which is total
foreign taxes.

Columns 56 through 58 represent income and taxes of
related foreign corporations. .

NOTE: Columns and rows may not sum exactly due to
rounding.
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED

Table I.-Total Assets, Income, Tax and Credits and Foreign Income, Taxes and Credit, by Selected Country to Which
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t-orporate Foreign Tax Credit by Country, 1986

RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED
'Table I.-Total Assets, Income, Tax and Credits and Foreign Income, Taxes and Credit, by Selected Country to WhichFoirelgn Taxes Were Paid-Continued
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Corporate Foreign Tax Credit by Country, 1986

RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED
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RETURNS WITH FORM I I IS FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED

Table I.-Total Assets, Income, Tax and Credits and"Foreign Income, Taxes and Credit, by Selected Country to Which
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Returns with Form 1118 Filed In Support of Foreign Tax Credit Claimed
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Returns with Form 111 a Filed In Support of Foreign Tax Credit Claimed
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Returns with Form 1118 Filed In Support of Foreign Tax Credit Claimed
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Returns with Form I Ila Flied In SuPPOrt of Foreign Tax Credit Claimed
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Returns with Form 1118 Filed In Support of Foreign Tax Credit Claimed
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Returns with Form 1118 Filed In Support of Foreign Tax Credit Claimed

Table 1-Tolal Assets, Income, Tax and Credits and Foreign Income, Taxes and Credit, by Selected Industry and by Selected Country to which Foreign

Taxes were Paid-Continued
[All figures are estimates band on sampi-mmay amounts we in thousands of doltM)
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Table 1-Total Assets, Income, Tax and Credits and Foreign Income, Taxes and Credit, by Selected Industry and by Selected Country to which Foreign

Taxes were Paid-Continued

[All figures we estimates based on samples-nIoney whounts we in thoustands of doltaus]
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Returns with Form 1118 Filed In Support of Foreign Tax Credit Claimed

Table 1-Total Assets, Income, Tax and Credits and Foreign Income, Taxes and Credit, by Selected Industry and by Selected Country to which Foreign

Taxes were Paid-Continued
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e For gn Corporations increased

by 228 percent from $3.9 billion-for 1986 to'
$12.8 billion for 1988.

The type of income information In Table 2
shows foreign-source taxable income and foreign
taxes by the type of income for which a separate
foreign tax credit limitation was calculated.
The four types of income with the largest
amounts of income and taxes are all other
income, financial services income, passive
income and dividends from noncontrolled section
902 corporations. Congress created the separate
categories for passive income and financial
services income to prevent corporations from
cross-crediting their foreign taxes.
Cross-crediting occurs when the use of the
overall limitation allows a corporation to
credit relatively high foreign taxes on some
foreign-source income against the U.S. tax thasour
would otherwise be due on other foreign-

,
e

income that is subject to a relatively low
foreign tax [2). For 1988, the sum of taxes
paid or accrued and taxes deemed paid was 35.5
percent of foreign-source taxable income for all
other income, but only 10.7 percent for passive
income and 14.8 percent for financial services
income. In addition, dividends from
noncontrolled section 902 corporations were also
taxed at a relatively high effective rate of
35.1 percent.

The information provided in these two tables
are preliminary. These data have not been fullyt
ested and corrected. Therefore, someI
nconsistencies may exist. (Final 1988 dataw
Ill be published in the Statl5tics of Income

Bulletin.) The data in columns I through 8 of
Tables I and 2 are reported on Form 1120, U.S.
Corporation Income Tax Return. The data in
columns 9 through 11 of Tables 1 and 2 are
reported on Form 1118, Computation of Foreign
Tax Credit - Corporations. A corporation must
file a separate Form 1118 for each income type
for which it must calculate a foreign tax credit
limitation. However, a corporation files only
one Form 1120. If a corporation files more than
one Form 1118, its Form 1120 data will appear
for each appropriate income type. Therefore,
the Form 1120 data in columns I through 8 of
Table 2 are not additive.

[I I See "Statistics of Income Studies of
International Income and Taxes" in Section 2
of this compendium for additional
Information regarding the post-1986 income
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The Tax Reform Act of 1986 made a number of
important changes to the foreign tax credit
provisions of the Internal Revenue Code. Among
these were changes to the required allocation of
foreign income, deductions, and taxes to
separate categories for purposes of calculating
the foreign tax credit limitation. For tax
years beginning after 1986, a corporation must
compute its foreign tax credit for nine separate
types of income (instead of the five types of
income for pre-1987 calculations). These types
of income include passive income, high
withholding tax interest, financial services
income, shipping income, dividends from each
noncontrolled section 902 corporation, dividends
from a Domestic International Sales Corporation
(DISC) or former DISC, taxable income
attributable to the foreign trade income of a
Foreign Sales Corporation (FSC), certain
distributions from a FSC or former FSC, and all
other income [1]. Table 2 contains aggregate
data for all corporate returns with a foreign
tax credit for each income type. No data are
available for taxable income attributable to the
foreign trade income of a F

-
SC because FSC

returns were not included in the 1988 study.
Al so, note that taxpayers must compute a
separate credit for dividends from each
non controlled section 902 corporation.
Therefore, a single taxpayer may have multiple
cred

I
ts for this income type. The data for each

taxpayer were aggregated at the return level.

Given the substantial changes to the law
relating to the foreign tax credit, the scope of
-the 1988 study was reduced from that for prioryears. For 1988, only limited informationrelated to the calculation of the foreign taxtredi

t
was processed. No country information446 Processed. However, limited data areAvailable aggregated by the industry of thetaxpayer. Table I contains these data.

One Of the most interesting aspects of the,t988 data is the large increase in foreignSource taxable income from prior years. Foreign- 10urce taxable income increased from $65.8blliiOn for 1986 to $98.4 billion for 1988.'this I,b,ve Increase of nearly fifty percent appears tobeen fueled in part by the substantial4*90e in distributions from foreignAI)Wratlons
Dividends from foreign*rations' Increased by seventy-eight percent1986 and 1988 (frbillion) Om 421-6 billion to

Control 1 '~ in ~ddition, includable income
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-r-I I ed Section 902 [21 Joint Co-i ttee on Taxation
types. n noncon

corporation is a foreign corporation, with the Tax RefgrM Ac Af 19E

between ten and fifty percent of Its stock May 4, 1987, P. 862.

owned by a U.S. corporation.

19sa Corporate Foreign Tax Credit, Preliminary Data

Table I -- Total Assets, Dividends, Income and Taxes a6d Foreign Income, Taxes and Credit Claimed as Reported
an Form IIZO and Form 1118, by irmiustry

[ALL figures are estimates based on somptes -- xvney amounts are n thousands of dollars]

Income mid dividends received
Number from foreign coEwra ions Income
of Total subject to

industry returns assets Dividends Includable Dividend U.S. tax

I I I
(13 E21 E33 [43 151 [6)

ALL industries, total. 4,166 6,278,590,988 38,390,891 12,T7B,326 19,905,256 222,753,459

Agriculture, forestry
and fishing ...... 32 1,535,153 33,005 1,654 18,057 204,460

mining ............. 120 36,225,990 485,889 82,350 366,823 2,541,249
construction ....... 216 10,045,312 249,180 37,419 35,654 592,914
manufacturing ...... 1,411 2,003,1398,742 32,409,019 9,364,629 17,049,218 152,352,680
Transportation and

public utititi es 87 417,892,042 1,642,000 342,892 414,472 22,457,294
Wholesale trade .... 630 143,295,178 1,139,932 632,400 523,538 5,932,667
Retail trade ....... 188 178,606,204 432,219 87,889 233,565 . 8,223,727
Finance, insurance

and real estate. 893 3,373,790,006 1,311,483 2,086,890 904,453 25,002,M
Services ........... 589 113,302,360 688,264 142,202 359,475 5,"5,697 "~

F eign inc arid taxes available for
U.S. income Foreign tax credit as reported on Form 1118

Inciustry tax before credit Total taxable Total taxes Total taxes
credits claimed I ncome

paid or

deemed
-.(less Loss) I accrued paid

3 1101 fill

'Ali industries, total ........... 75,779,029 26,661,972 98,384,086 9,372,541 20,869,329

Agriculture, forestry
and fishing ............... 69,289

Mining ....................... 863,341
Construction ................. 200,989
Manufacturing ................ 51,825,483
Transportation and

public utilities .......... 7,635,TZ9
Wholesale trade.............. 2,015,639
Retail trade ................. 2,797,751
Finance, insurance

and rest estate .... ...... 8,5ZO,879
Services .....................

1,849 879

21,042- 68,531 5,593 16,295
644,453 1,9",830 618,565 181,524
89,009 324,414 10,984 35,616

21,561,896 70,291,626 6,166,348 18,516,438

417,9T7 2,848,309 113,495 399,368
715,993 2,455,794 -491,075 257,325
318,576 1,081,271 102,589 234.201

2,321.661 16,884,525 1,603,956
571,364 2,484,786 259,938

872,344
356,218
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Table 2 -- Total Assets , Dividends, Incons and Taxes and Foreign Income, Taxes and Credit Claimed as Reported

On Form 1
1

20 and Form IiIII, by Income Type

(Ali figures are estimates based on samples -- money amounts are in thousands of dollars]

Income and dividends received

Numbe from foreiqn.corE%ations

Inc-of Total subject to

Income type returns assets Dividends I Includable
I

Dividend U.S. tax

income gross-up

L21

Ali income tYpes, total ............. 4,166 6,273,590,988 38,390,891

pa siW

income ....................

Hi:h withholding tax interest .....

Financial services Income .........

Shipping i ncome...................

Dividends from a non-controlled

section 902 corporation ..........
Dividends from a DISC or
former DISC......................

Certain distributi ons from a

FSC or former FSC ................

ALL other foreign source income ...

633 2,452,996,503 31,360,664
366 2,282,836,733 11,930,063

307 4,152,072,670 18,463,667

31 692,983,088 4,415,8%

392 3,103,040,807 27,385,070

12,774,284 19,905,038 222,753,459

9,002,162 15,575,937 143,908,294
4,768,987 5,987,020 66,"7,486
7,741,940 9,042,874 90,504,8u

Section 3 Controlled Foreign Corporations

I

contents

introduction, p. 161

-,-Controlled Foreign Corporations, 1984: An
industry Focus," P. 163.

Table I.--U.S. Corporation Returns with
Total Assets of $250 Million or More:
Controlled Foreign Corporation Total
Assets, Receipts, Earnings, Taxes,
Distributions and Subpart F Income, by
Selected Industry of U.S. Corporation
and Size of Total Assets of Controlled
Foreign Corporation, p. 173.

Table 2.--U.S. Corporation Returns with
Total Assets of $250 Million or More:
Controlled Foreign Corporation Total
Assets, Receipts, Earnings, Taxes,
Distributions and Subpart F Income, by
Selected Industries of U.S. Corporation
and Controlled Foreign Corporation, p.
176.

I

2,936,197 3,333,434 32,139,919 ~ i

8,472,098 14,060,134 123,002,449

1,503,324 1,184,520 18,705,7%

1,132,925 897,360 13,194 362
11,376,235 19,314,974 199,943:00

47 358,656,741 3,278,716

17 105,322,944 1,508,830
3,349 3,556,510,425 37,600,402

foreign income and taxes avaiLabte for

U.S. income Foreign tax credit as reported an Form 1118

tax before credit Total taxable Tots taxes

Iota, ta's'
income type credits claimed income paid or

I

deemed

(less toss) accrued E!id

ALL income tYPes, total .................... - 75,T19,029 26,661,972

Passive income............................. 48,948,795

High withholding tax interest .............. 22,604,062

Financial services income .................. 30,797,253

shipping income ............................ 10,927,572

Dividends from a non-controLted

98,381,420

19,979,155 3,745,400

9,189,209 333,"l

12,703,593 16,200,736

4,651,707 576,Z91

Section 902 corporation................... 41,837,408 19,109,111

Dividends from a DISC or
former DISC............................... 6,366,501 2,066,023

Certain distributions from a

FSC or former FSC.......
: ......-*-....

4,486,357 1,066,454

ALL other foreign source income ............ 67,998,626 24,895,437

Table 3.--U.S. Corporation Returns with
Total Assets of $250 Million or More:
Controlled Foreign Corporation Total
Assets, Receipts, Earnings, Taxes,
Distributions, Subpart F Income and
Selected Transactions, by Selected
Industry of Controlled Foreign
Corporation, p. 180.

Table 4.--Foreign Corporations
Controlled by U.S. Corporations with
Total Assets of $250 Million or More:
Total Assets, Receipts, Earnings,
Taxes, Distributions and Subpart F
Income, by Selected Industry and -
Percentage of Direct or Indirect
Ownership by a U.S. Corporation, p. 182.

"Controlled Foreign Corporations, 1984: A,PGeographic Focus,,, p. 185.

Table i_u.s. Corporation Returns withTotal Assets of $250 Million or More:
Controlled Foreign Corporation TotalAssets, Receipts Earnings, Taxes,
Distributions and'Subpart F Income, bySelected Cou~try of Incorporation and
Selected Industry of Controlled ForeignCorporation, p. 196.

Tall e 2.--Number of Un i ted State~`Corporation Returns with Total Assets
of $250 Million or More: Number, Total

Assets, Receipts, Earnings, Taxes,
Distributions, and Selected Trans-
actions of Their Controlled Foreign
Corporations, by Selected Country of
Incorporation of Controlled Foreign
Corporation, p. 202.

"Controlled Foreign Corporations, 1986,11
p. 205.

Table l.--U.S. Corporation Returns with
Total Assets of $500 Million or More
and their 7,500 Largest Controlled
Foreign Corporations: Number, Total
Assets, Receipts, Earnings, Taxes,
Distributions and Subpart F Income of
7,500 Largest Controlled Foreign
Corporations, by Selected lndustry.:of
U.S. Corporation and Controlled Foreign
Corporation, p. 215. 0

Table 2.--U.S. Corporation Returns with
Total Assets of $500 Million or More
and their 7,500 Largest Controlled
Foreign Corporations; Number, Total
Assets, Receipts, Earnings, Taxes,
Distributions, Subpart F Income, and
Selected Transactions of 7,500 Largest
Controlled Foreign Corporations, by
Selected Industry of Controlled Foreign
Corporation, p. 219.

Table 3.--U.S. Corporation Returns with
Total Assets of $500 Million or More
and their 7,500 Largest Controlled
Foreign Corporations: Number, Total
Assets, Receipts, Earnings, Taxes,
Distributions, Subpart F Income, and
Selected Transactions of 7,500 Largest
Controlled Foreign Corporations, by
Selected Country of Incorporation of
Controlled Foreign Corporations, P.
221.

Table 4.--U.S. Corporation Returns with
Total Assets of $500 Million or More
and thei r 7,500 Largest Controlled
Foreign Corporations: Number, Total
Assets, Receipts, Earnings, Taxes,
Distributions and Subpart F Income of
7.500 Largest Controlled Foreign
Corporations, by Selected Industry of
U.S. Corporation and Size of Total
Assets

of
Controlled Foreign

Corpor tions, p. 224.
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1986 Supplemental Table:

Table J_Number of U.S. Corporation

Returns and Number, Total Assets,

Receipts, Earnings, Taxes, and Distri-

butions of .'Top 7500" Controlled

Foreign Corporations, by Selected

Industry of U.S. Corporation Filing the

Return and Selected Country of Incor-

poration
of

"Top 7500" Controlled

Foreign Corporation, p. 227.

"Controlled Foreign Corporations,

Preliminary Data, 1988," P. 261.

Table I-Number of U.S. Corporation

Returns and Number,' Total Assets,

Receipts, Earnings, Taxes and Distri-

butions of " Top 7500" Controlled

Foreign Corporations, by Selected

Industry of Controlled Foreign

Corporation, p. 263.

Table 2-Number of U.S. Corporation

Returns and Number, Total Assets,

Receipts, Earnings, Taxes and bistri-

bution5 of "Top 7500" Controlled

Foreign Corporations, by Selected

Country of Incorporation of Controlled

Foreign Corporation,p. 264.

A Controlled Foreign Corporation (CFC) is a

foreign corporation at least 50% of whose stock

is owned by U.S. shareholders. A U.S.

shareholder includes any U.S. citizen or

resident or U.S. corporation. Public Law 86-780

requires that information about a controlling
interest in a foreign corporation be filed with

the Internal Revenue Service. A U.S. person

must file a Form 5471 for each foreign

corporation, for which it owns, either directly

or through a chain of ownership, more than 10

percent of the votiing stock of the foreign

corporation. On the Form 5471 , the U.S. person

must include detailed information about the
CFC's income, deductions, assets, liabilities,
includable income, and transactions with related
parties.

This section provides a detailed discussion
of information filed for these foreign
corporations by reprinting two previously
published Statistics Qf I ncQ!ne Bulletin
articles. Each article is based on a study done
in 1984. The first article analyzes the data
from a geographic perspective.
The second article analyzes the Information by
industry of the U.S. person and the CFC.
Following the two articles is a table of
information from the 1986 CFC study. This table
shows selected information for the "Top 7500"
Controlled Foreign Corporations. This
distinction is explained further in the paper
preceding the table. In addition, sele

ctedpreli
m
inary 1988 data are contained in the last

two tables.
The reader is also referred to Section 15

of this compendium, which contains
cop

ies of
selected tax forms and instructions. The
Information provided about Controlled Foreign
Corporations in this compendium is based on the
tax forms and instructions listed below:

* Form 1120, U.S. Corporation Income Tax Return,

and Instructions (p. 459)

Form 5471 , Information Return with Respect to
a Foreign Corporation (p. 502).

Schedule M (Form 5471), Fore i gn

Corporation Controlled by a United States Person

(p. 510)

* Schedule N (Form 5471), Foreign Personal

Holding Company (p. 510).

Schedule 0 (Form 5471), organization or

Reorganization of Foreign Corporation, and

Acquisitions and Dispositions of Its Stock

(p. 511)

t,,Ul ILI I WE qUIVI I %.,%Jl jj%J1 4LIU"51 I V04: An inaustry
Focus
gy Margaret P. Lewis*

I The number of foreign subsidiaries of large U.S.
1 rnultinational corporations increased modestly (6

percent) from 1982 to 1984. In 1984, more than
l,loO U.S. multinational corporations controlled over
28,500 foreign corporations, 27,000 of which
reported financial information [1,2]. These 27,000
Controlled Foreign Corporations (CFC's) generated
receipts of $625 billion on $595 billion of assets.
Earnings and profits of these same CFC's were $49
billion, on which almost $20 billion in taxes were paid
to foreign countries. The U.S. parent corporations
received $12 billion in dividends from their CFC's,
nearly 70 percent of all distributions made by the
CFC's,

Total assets and receipts of CFC's changed only
slightly from 1982 levels. Assets increased 7 percent
while receipts decreased less than 4 percent. The
most -dramatic change from 1982 was in the profit
level of these foreign corporations. Pre-tax earnings
and profits of CFC's increased 32 percent from 1982
while taxes paid by these same companies rose
alMost 40 percent. These increases resulted in a 28Percent rise in after-tax earnings and profits from1982 to 1984.

More than one-half of active CFC's were involvedmainly In manufacturing or trade activities in 1984.Another 30 percent of CFC's reported their principal
16tift as either finance insurance, real estate orWAV108s. These percent~ges remained virtually un-Changed from 1982. Almost 6,300 CFC's, 23 percent
'of4h8-27,000 total companies, were inactive duringVB4.

'IIIIkCKGROUND
1',dor to World War 11 relatively few U.S. corpora-
'
rt
'
s had operations Ouiside of the United States [3].LVX" Corporations that did look to other countriesi16Dansio_ -urned mostly to Europe and Canada'is areas in-
4S. corpo cl I to operate. After World Warrations were encouraged politically,~Qh, Programs like the Marshall Pl~n, an1Y. through various concessions by

foreign countries, to expand their operations over-
cseas. The Marshall Plan provided economic aid to
ountries recovering from the impact of World War

11. The Plan also encouraged U.S. businesses to
participate in the economic recovery of Europe.
Many foreign countries, in an attempt to attract U.S.
operations and dollars, offered very favorable invest-
ment climates including lowtaxes, ease of incorpora-
tion, and various other concessions [4].

U.S. corporations began their move overseas,usually by establishing a foreign market for exportedgoods and through foreign investment. Once thesewere established, the U.S. corporation might form's
branch operation by establishing a place of business
in the foreign country or by creating or purchasing asubsidiary, incorporated in the foreign country.

Public Law 86-780 was enacted in 1960 to obtain
information on the foreign subsidiaries of U.S. cor-
porations. This law required a U.S. corporation tofurnish, as part of its income tax return, information
on any foreign corporations it directly controlled
(i.e.,'Iier-one" subsidiaries) and on any foreign cor-
porations controlled by these directly controlled
foreign corporations (i.e., "fier-two" subsidiaries).
Control was defined as direct or indirect ownership
of more than 50 percent of the combined votingpower of all classes of stock, or more than 50percent
of the total value of all shares of stock by a single
shareholder during the foreign corporation's taxable
year.

These foreign activities by U.S, corporations were

w
preencti poitvaet e

rsde absy tonanyve
atchtoirrs.opeSroam

tioen
scocrlosaenr i

eto;
resources, others looked for cheaper labor and othercosts, and many were attracted by favorable tax
considerations and investment incentives. Stillothers moved to be closer to their market. U.S. taxlaws made it economically beneficial for U.S. cor-
porations to operate overseas by exempting from
U.S

-
income tax the unrepatriated earnings andprofits of a foreign subsidiary. To the extent the

n-;i -6fum-s Analysis Section. Prepared under the direction of Chris R. Carson, Chief. 163
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foreign taxes were lower than U.S. taxes, this exemp-
tion was an impelling reason for U.S. corporations to
form overseas subsidiaries. These subsidiaries en-
joyed legal status as a resident corporation in the
foreign country, with the benefits of its laws and
regulations, which were often less stringent than the
U.S. laws. The earnings and profits of the CFC were
protected from U.S. taxation until they were
repatriated in the form of dividends to the U.S. parent.
U.S. taxes could be delayed by deferring a distribu-
tion until such a time as it could be offset by a parent
corporation's losses or excess foreign tax credits.
U.S. taxes could also be lowered on repatriated
earnings, for example, through an ordinary taxable
liquidation, sale, or exchange of assets of the CFC.
In this case, the U.S. parent company would pay tax
at the lower capital gains rate that was applicable
before 1987.

The Revenue Act of 1962 reduced this tax deferral
by requiring the taxation of certain unrepatriated
profits of a foreign subsidiary through the addition of
Subpart F to the Internal Revenue Code [5). The
types of income that were then taxable by the United
States were referred to as,"Subpart F income" and
included income from the insurance of U.S. risks,
"passive" types of income in general, and income
derived from certain types of sales and services [6].
In addition, the 1962 legislation restricted the con-
version of tax-deferred accumulated earnings and
profits into capital gains, thus preventing regular
income from being taxed at the lower capital gains
rate.

The 1962 Act also redefined the term Controlled
Foreign Corporation. In general, a foreign corpora-
tion was considered controlled if more than 50 per-

cent of the voting stock of the foreign corporation
was owned by U.S. shareholders for 30 days or more
of the foreign corporation's taxable year, but only if
they had at least a 10 percent interest. All such
foreign corporations' undistributed earnings and
profits, to the extent such earnings and profits rep-
resented Subpart F income (see the "Explanation of

Selected Terms" section at the end of this article),
were subject to taxation through their U.S.

shareholders. The 1962 legislation also expanded
the filing requirements for CFC's to include all lower-

tier foreign corporations controlled, through other
foreign subsidiaries, by a U.S. corporation [7).

The Tax Reduction Act of 1975 expanded the
definition of Subpart F income. An exception permit-

ting tax deferral of a portion of Subpart F income
reinvested in tax-defined "iess-cleveloped countries"

was repealed for CFC's with accounting periods
beginning in 1976 and thereafter. Also, before the

1975 Act, income was not treated as Subpart F if it

accounted for 30 percent or less of a CFC,s gro..!
income. This percentage was reduced to 10 Der."
cent, limiting the amount of income that could avoid
treatment under Subpart F. Finally, some types 01
shipping income received by foreign subSidiariesol,l
U.S. corporations, which were previously excluded ~
from Subpart F income, were now included. As U'l
result of these and other actions, the tax deferrt':~
privileges of CFC's were reduced, but not entire~_!,
eliminated.

Several amendments, after 1975, to the Internel i
Revenue Code redefined Subpart F income [8]. -For -1
a full explanation of Subpart F, see "Explanation
Selected Terms."

INDUSTRIAL ACTIVITY OF CONTROLLED
FOREIGN CORPORATIONS

In 1984, there were 20,736 foreign corporations
actively involved in business operations that were,'
controlled either directly of indirectly by large U,$,4!
multinational or U.S. "giant" corporations. As Fig
A shows, 35 percent (or 7,259) of these CFC's wers-,
primarily engaged in manufacturing activities. Them

;manufacturing CFC's generated more busin ,
receipts ($341 billion) and pre-tax earnings

Figure A

Active Controlled Foreign Corporations,
by Industrial Division, 19841

nance,

All
Others
(12%)

insurance and
Real Estate

(19%)

Iiiiinufac-
turing
(35%)

'Includes only those foreign corporati'M

controlled by U. S. corporations with

$250 million or more in totals assets.

*Profits ($23 billion) than any other industrial division,

while finance, insurance, and real estate CFC's had

the largest assets ($228 billion). Manufacturing;

trade; finance, insurance and real estate; and service

subsidiaries accounted for almost 90 percent of all

active CFC's in 1984. CFC's in these four industrial

divisions also held 92 percent of the assets, received

94 percent of the receipts, generated 84 percent of

the-pre-tax earnings and profits and reported 93
percent of the Subpart F income for all active CFC's.

As in 1982, manufacturing CFC's were primarily

involved in producing chemicals, machinery, and
electrical and electronic equipment, with these in-
dustries accounting for 47 percent of all manufactur-
ing CFC's, 43 percent of manufacturing assets, and
53 percent of the pre-tax earnings and profits of
manufacturing CFC's. Integrated petroleum com-
pa motor vehicle manufacturers, however,g,=d

over 40 percent of manufacturing CFC
business receipts.

Wholesale trade CFC's outnumbered retail trade
CFC's by more than four to one.Wholesale trade
generated more receipts and earnings than retail
trade and reported assets five times greater than
retail trade CFC's. Of those in wholesaling, CFC's
dassified under integrated petroleum and petroleum
products accounted for 50 percent of the assets, 64
percent of the receipts and 72 percent of the pre-tax
earnings and profits.

~No one specific industry dominated the finance,
4risurance and real estate, or service CFC's. How-
mr, CFC's in the finance, insurance and real estate
industries held more assets ($228 billion) than any
other industrial division. These same CFC's also
accounted for 54 percent of the total reported Sub-
PWT Income.

'MROFITABILITY OF CFC'S AND THEIR U.S.
PARENT CORPORATIONS
.',CFC Profitability rose 1.6 percent from 1982 to
4W while the profitability of their U.S. parent com-
Pilinfles rose only 0 3 percent in this same time period.
'pr~llitY (as measured by the return on assets)'Oft determined by the ratio of earnings and profits1,,,D~Oet income (both before taxes) to total assets [91.
4,19ure B shows the relative return on assets forft - "t" nationals and their CFC's by selected in-ftv. Bas A- on this measure t- . ;; 1_1

WGreintherninin ind +
I mos pro La e

810 the expensin of
us rywhici i may, in part,

U any Costs, trIUS Diasingward the asset measure for this industry. Oillas extractionco-Panies in particular were veryIs with -1 margin of nearly 30 percent. This

ODD

Figure B.-Relative Return on Assets of Large U.S.
Multinational Corporations and Their CFC's, by Selected
Industry, 1984 '
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industry also was the leader in 1982 with a 22 percent
return on assets. The least profitable groupwas the
finance, insurance and real estate division with a 3.0
percent return on assets for the CFC's, but this'
measure is also somewhat misleading for this in-
dustry.

The only industry to post a negative CFC return
was water transportation, although the transporta-
tion and public utility division as a whole had a
positive return on assets of 4.0 percent. Water
transportation also had a negative return on assets
for 1982. The loss to asset ratio however shrank
from -3.2 percent to -0.9 percent. The number of
CFC's reporting their principal business activity as
water transportation fell nearly 25 percent from 1982
to 1984. This was partly in response to the losses
incurred in the early 1980's due to ship overbuilding
during a period of world recession, and partly due to
the reduction in shipping revenues due to dis-
coveries of oil in the North Sea and Mexico which
shortened the distance between source and destina-
tion [10].

The return on assets for U.S. corporations in-
volved primarily in agriculture, forestry and fishing
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exceeded that for CFC's in the same industrial
division. The returns were 10.5 percent and 3.9
percent, respectively. This movement continued
from 1982 when large losses were incurred by,

aUberian CFC's operating rubb r plantations to sup-
ply the motor vehicle industry. ' However, these
Liberian subsidiaries reported modest profits for
1984, reflecting the beginnings of economic
recovery from the recession of the early 1980's [11

TRANSACTIONS OF CONTROLLED FOREIGN
CORPORATIONS

Transactions between the U.S. affiliated groups
(that included the parent corporation and its U.S,
subsidiaries) and their CFC's resulted in net pay-
ments to the U.S. affiliates of $27.8 billion in 1984 as
shown in Figure C (12]. Therefore, these transac-
tions (e.g., purchases or sales of stock in trade; and
dividends, interest, and rents paid or received) did
not contribute to the U.S. current account deficit of
$106.5 billion in 1984 [13].

While the U.S. current account deficit grew over
1,100 percent from 1982 to 1984, the net payments
surplus between the U.S. affiliated groups and their
related CFC's fell by only 14 percent from 1982 to
1984 [14,15).

The greatest net payments surplus was realizedby U.S. affiliated groups involved in the manufact,r.
ing of petroleum (including integrated) and coel
products. This industry showed a surplus of $7.6
billion in 1984. Other large surpluses were realized
by U.S. affiliated groups involved in manufactur-
of non-electrical machinery andchemiaals and alh!ed
products. Together, these top three ir
counted for 72 percent of the $27.8 bill

Net payments deficits showed up in the transpor.
tation and public utilities and finance, insurance and
real estate industrial divisions. These deficits were
$1.7 billion and $568 million, respectively. In 198Z
the U.S. groups in the transportation and public
utilibes industries had a deficit of over $400 million
while finance, insurance and real estate companies
had a small surplus of $50 million.

Purchases of stock in trade (i.e., purchases 01
merchandise in the ordinary course of trade or busi.
ness) by CFC's from their U.S. affiliates and related
foreign companies ($71.9 billion) was greater than ~.j
all other CFC'payments combined, as is shown In-
Figure D. Most purchases of stock in trade were
made from the U.S. parent corporation and Its
domestic affiliates, $71.1 billion, rather than.from
related foreign corporations. Payments to related

Figure C.-Recelpts, Payments and Transaction Balance Surplus Between Controlled Foreign Corporations and Their U.S.
Parent Affiliated Groups, by Selected Industry of U.S. Parent Corporation, 1984
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CFC's were more likely to be in the form of compen- Figure E.-Number and Total Assets of CFC's Incorporated
sation for services, dividends, or interest, rents and After 1974, by Year of Incorporation

royalties.

More than 80 percent of CFC payments to related
corporations were made to their U.S. parent corpora-
tions or their domestic subsidiaries. As Figure D
shows, the U.S. affiliates received $96.4 billion from
CFC's in 1984, while paying them $68.6 billion in
return. CFC receipts from related foreign corpora-
tions were only $14.6 billion and payments to these
foreign corporations were $15 billion.

Sales of stock in trade were the largest source of
receipts for CFC's. Receipts from the sale of stock in
trade to the U.S. parent corporation and its domestic
subsidiaries totaled $54.9 billion in 1984. This was
66 percent of all CFC receipts from related persons.
CFC receipts from related foreign corporations were
more often dividends ($5.2 billion); interest, rents
and royalties ($3.7 billion); and compensation for
services ($3.7 billion), rather than sales of stock in
trade ($0.9 billion).

CFC transactions with related persons are very
significantwhen they are compared with U.S. exports
and imports. U.S. exports in 1984 totaled $217.9
billion of which almost one-third ($71.1 billion) was
due to CFC purchases of stock in trade from U.S.
parent corporations and their domestic subsidiaries.
Sales of stock in trade by CFC's to the U.S. affiliated
group ($54.9 billion) accounted for almost 17 per-
cent of U.S. imports for 1984 ($325.7 billion). These
percentages decreased only slightly compelled Lu
1982; therefore CFC transactions with U.S. parents
and affiliates did not quite keep pace with the growth
in both U.S. exports and imports [16].

RECENT CFC INCORPORA71ONS

Figure E shows the number of incorporations of
CFC's for 1975 to 1984 and the total amount of 1984
CFC assets. Now incorporations of CFC's appear
to have peaked about 1980 and then began a
gradual decline. There was, however, a slight rise
from 1983 to 1984, possibly an effect of the recovery
from the recession of the early 1 980's and an eager-
ness for expansion by large U.S. multinationals. The
number of incorporations for 1984 may actually have
been larger than 1,086 since the data include only
CFC's whose accounting periods ended within the
parent corporation's accounting period. Those
CFC's incorporated later in the year may have had
accounting periods ending later than their parent's
and, therefore, would not be included in the statis-
tics.

in 1984,1,086 CFC's were incorporated by large
U.S. multinational corporations. These CFC's had

[Mon" amo,nm onse in millions of dollaral
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just over $11 billion in assets and generated $32
million in earnings and profits before taxes as shown
in Figure F. The new CFC's in mining, construction,
and wholesale and retail trade generated large losr,
as, possibly reflecting high start-up costs.

Figure F.-Number, Total Assets and Earnings and Profits
of CFC's Incorporated in 1984, by Selected Industry
imoney amunts am in millions of dollars)
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More than one-half of all assets held by ne4
incorporated CFC's were hold by those in the

finance, insurance and real estate division with 25 4,,
percent of these assets held specifically tl~ holdN-i

and other investment companies. These CFC's also
nenerated the largest amount of pre4ax earnings
and profits, $78 million. Greater than one-third of
newly incorporated CFC's were inactive for IV

Ileh
.

This reflects the practice of incorporating to estau ..,
a presence abroad in anticipation of future OPOrNe
tion- Man lar a U S corporations establish Uy W
atthe end of one tax year but do not begin operations,

until the next year.
I k ;r aSS8tS bYFigure G shows all GFC s and , .

A #~ CFC's incorporatedselected Industry compare
after 1974 and their assets. While 36 percent Ofti~

"Cr.lial
1 1074 theseCFC s were incorporated enter

held only 28 percent of all assets indicating th
A-nv R

newer CFC's tend to be smaller. ~ I
nameholder corporations with few assets,

-, ; +K- mining industrYI.Han one-liall u, aI,,, S .
incorporated in the 1 0-year period, 1975-1984'

only ftes to,eg, s-ratons conirdl~ by U S co,poret.ons, wth $25C) or More,, total aware
lool CFCs In. nows .1 ~hssa ~n=~ not aloo,ole Wndustry and-w CFCs -ch ,, not sh- Separately

ticularly oil and gas extracting corporations of which
oneparcent were incorporated since 1974. Almost

half of finance, insurance and real estate CFC'swere incorporated in the same period. These in-'dustries are in sharp contrast to manufacturing com-
Parties, of which only 30 percent were incorporatedsInCe 1974.

,,SUMMARY
U.S. multinational corporations continued to have8 *Ong presence abroad, controlling over 27,000foreign corporations in 1984. These CFC's held$59~ billion in assets and generated $625 billion ofreceipts. Pre-tax earnings and profits of all CFC's for49`844 rose 32 Percent from 1982 while assets roseOnly seven Percent More than one-half of all active

Ol,tfts. nue to
thein

manufacturing or trade in-were involved '
much larger rise in pre-tax4~rr!lngl and profits than in assets, profitability levels-lose 1.6 Percent ,r rn 1982, a 24 percent change.:,4119ing (because ,0'oil and gas extraction) was theProfitable IndA*09,

insurar,
ustrial division in 1984 and

le and real estate the least

CFC payments to their U.S. parent corporations
cand affiliated groups exceeded receipts from these

ompanies by $27.8 billion in 1984. In contrast, the
U.S. current account deficit was $106.5 billion. CFC
purchases of stock in trade from U.S. parent corpora-
tions and their domestic affiliates amounted to al-
most one-third of the total $21 8billion of U.S. exports
in 1984. .

Almost 40 percent of all CFC's were incorporated
inthe 1 0-year period from 1975through 1984. These
CFC's were, however, smaller in asset size than the
older CFC's. The number of new incorporations in
1984 rose slightly from 1983, possibly reversing the
downward movement that took place after 1980.

DATA SOURCES AND ]LIMITATIONS

The statistics in this article were derived from all
U.S. corporation income tax returns with total assets
of $250 million or more and with accounting periods
ended July 1984 through June 1985, and from at-
tached Form(s) 5471 (information Return with
Respect to a Foreign Corporation). This form
replaced Form 2952, (Information Return with
Respect to Controlled Foreign Corporations), in
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1983. Only a handful of Forms 2952 were filed for

Income Year 1984 and are included in the data.

Sampling variability was not originally a factor in
this study, since returns were selected at a rate of
100 percent and thus equaled the complete popula-
Von. However, certain taxpayers did not provide the
necessary information or provided only partial infor-

mation for some CFC's. These CFC's (approximate-

ly 1,500 corporations) are not included in the data
presented here and no attempt was made to weight
the sample to adjust for them. For purposes of this
article, the sample was considered to be the popula-
tion (see footnote 1.)

Not all of the information regarding CFC transac-

tions (e.g., transactions with unrelated parties) is

available from Statistics of Income data. However,

total business receipts, earnings and profits, foreign

taxes and transactions between CFC's and related

parties (U.S. parent corporations and their domestic

and foreign subsidiaries) are reported as part of the

parent corporation's U.S. income tax return and

included in this article.

U.S. parent corporations were classified by the

principal business activity reported on the corpora-

tion Income tax return. Many returns were filed by

diversified corporations, and therefore included sig-

nificant receipts, profits, and other items related to

activities other than the principal business activity.

Controlled Foreign Corporations were also'clas-

sified by their principal business activity as reported
on Form 5471. As such, certain receipts, profits, and

transaction items may have been related to secon-

dary businessactivities. It is not possible tomeasure

the extent of these secondary operations.

When U.S. corporations filed consolidated Forms

5471 with aggregated Iata for several foreign com-

panies, follow-up requests were made in cases
where large money amounts were reported in an
attempt to obtain the CFC information on a disag-

gregated basis. More than 75 percent of these
requests were successful. Where no information was

received, the data were left consolidated under the

industry in which it was originally reported. Less

than one percent of the CFC's included in the file

contain financial information for a consolidated
group of CFC's.

In some cases, sufficient detail was not provided

to indicate by whom the CFC was directly controlled

(i.e., by a domestic or a foreign parent). Data for

these CFC's were corrected by using the transac-

tions they reported with related corporations to

determine the recipient of any dividends. If this

information was not conclusive, a previous-year
record of the CFC or other reference material was
used to determine the ownership.

The 1984 data are based on returns filed by U.S.
corporations with full-year accounting periods end-
ing between July 1984 and June 1985. Generally,
part-year returns were deleted from the sample to
avoid double counting of financial data. According
to IRS regulations, a U.S. corporation had to submit
a Form 5471 for any Controlled Foreign Corporation
with an accounting period ending with or within the
U.S. parent's accounting period. Therefore, CFC
accounting periods may have ended as early as
August 1983 (and, thus, began in September 1982)
or as late as June 1985. However, most CFC advi~
did occur in Calendar Year 1984.

EXPLANATION OF SELECTED TERMS

Business Receipts ofControlled Foreign Corpora-
tions.-Business receipts were, in general, gross
receipts or gross sales less returns and allowances
reported for CFC's on Forms 5471. In the finance,
insurance, and real estate industries, business
receipts were generally the total income or receipts
of the CFC and may have included other types of
income such as interest, rents, royalties and other
investment income. This definition differs from that
used for the business receipts statistics for domestic
corporations which generally excludes investment
income.

Current Earnings and Profits of Controlled Foreign
Corporations. -This item represents the difference
between the accumulated beginning and ending.
year balances of earnings and Profits available for

distribution to the stockholders. in this report, pre..

tax current earnings and profits are shown. For Form

5471 purposes, the earnings and profits reported for

aforeign corporation had to be calculated under U.S.
accounting standards, as required by internal

Revenue regulations.

Distributions of Controlled Foreign CorPOrO'
;~ i - CPC's consisted mo*

vons, I I ie vistr u om
of dividends. Capital gain distributions and distribu,

, took -,t
tions paid out of capital (including capita ~ .

"eneraIll ,4
paid-in capital, and capital surplus) were id

have also
not included. Liquidating dividends May -
been included.

Foreign income Taxes Paid by Contro"'d Foreign
: ome 4k,

corporations. -These were foreign n I

profits, and excess profits taxes paid or accrued
essions

CFC's to foreign countries or U- P-,
,e taxes 1cluding Puerto Rico). Also incluclau we

posed by other countries (including the Unit

%1VIRIV11vu FUIC1911 %,uIvulatlualb, Itpo't

States) in cases in which the CFC had business
operations in countries other than the one in which
it was incorporated.

Inactive Controlled Foreign Corporations.- Inac-
tive Controlled Foreign Corporations were those that
reported no income, deductions, or foreign income
taxes paid, but which may have reported dividends
paid out of prior-year earnings and profits. These
dividends, plus the total assets of these CFC's, are
included in the statistics.

Related Persons of Controlled Foreign Corpora-
tions-Five categories of related persons of CFC's
were shown on Forms 5471 for the purpose of
reporting transactions. They were the U.S. corpora-
tion filing the return, a domestic corporation control-
led by the U.S. corporation filing the return, a foreign
corporation controlled by the U.S. corporation filing
the return, a I 0-percent-or-more U.S. shareholder of
the CFC (other than the controlling shareholder),
and a 10-percent-or-more U.S. shareholder of the
U.S. corporation filing the return.

Sales (and Purchases) of Stock in Trade-These
were sales (and purchases) of merchandise in the
ordinary course of trade or business.

Subpart F Income. --Subpart F provisions of theInternal Revenue Service Code (section 952) allowed
the United States to tax U.S. shareholders on certain
types of CFC income that, although undistributed tothem, were deemed to have been distributed andWei'9 thereby taxable currently, generally at the same.1t.(s) as dividends

'
Subpart F income included thefollowing for 1984: income derived from the in-surance of U.S. risks; international boycott participa-ton income; illegal bribes, kickbacks, or other pay-ments to a government official; and "foreign baseCompany income" (i.e., income from a foreign per-sonal holding company and certain types of sales,service k;I Pping and oil-related income from aforeign base company)

'
Also includible as incomefrom CFC's were amounts of previously excludedSubpart F income

creases, meeting certain criteria and in-
pro

In foreign corporations'earnings invested inperty.

'Tra~38ctions of Controlled Foreign Corpora-Uor~--Controlled Foreign Corporation transactions,W9r1 reported on Forms 5471 for five categories ofrelftd Persons (described Previously under "Re-'Wed Persons of C,
*14011 d mrolled Foreign Corporations")
Includ ealt with the CFC's The transactions shown
&U~ck! receipts and pay'in tr ments for such items asmift "I'. dividends, rents and royalties, com-ons serv.6rn, , Ices rendered, interest insurance'ums, and , IP Operty rights.

1/1

U.S. Affiliated Groups-The U.S. parent corpora-
tion and all of its wholly-owned domestic sub-
sidiaries included in the filing of a consolidated.U.S.
income tax return (Form 11 20).

NOTES AND REFERENCES

Ill Due to incomplete reporting of financiai infor-
mation on Forms 5471, approximately 1,500
Controlled Foreign Corporations (CFC's) are
not included in the data. However, it is as-
timated that the 27,008 CFC's forwhich data are
presented in this article represent 95 percent or
more of all the financial data for the population
and therefore, are comparable to 1982 data.
Throughout the rest of this article, all references
to the CFC population will include only the data
for the 27,008 CFC's. (See also "Data Sources
and Limitations" at the end of this article.)

[21 For purposes of this article, data are included

[3]

only for f oreign corporations controlled by U.S.
corporations with $250 million or more in total
assets. Subsequent use of the terms "large
U.S. multinationals" or "U.S. giant corporations"
refers to this group of corporations. Historically,
more than two-thirds of all U.S.-controlled
foreign corporations have been controlled by
U.S. giant corporations. More significantly,
both the assets and business receipts of CFC's
controlled by these large U.S. corporations
have accounted for more than 90 percent of the
total assets and business receipts of all CFC's.
See statistics on Controlled Foreign Corpora-
tions for 1980 in the Statistics ofincomeBulletin,
Summer 1984, Volume 3, Number 4.

Heller, Kenneth, The Impact of U.S. Taxation on
the Financing and Earnings Remittance
Decisions of U.S.-based Multinational Firms
with Controlled Foreign Corporations, Arno
Press, 1980, pp. 2-3,

[4] Heller, Op. cit., pp. 3-4.

[5] Heller, Op. cit., p. 87.

[6]
aPsaisnstievreetsyt,pdeisviodfeinndcsoamnedinccelrutadientsyupceh

receipts
s of rents

and royalties.

[7] Control by a U.S. corporation was extended to
lower-tier foreign corporations through a chain
of control. Thus, a U.S. corporation could own
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more than 50 percent of a foreign corporation

(first-tier) which, in turn, could own more than

50 percent of a second-tier foreign corporation,

which, in turn, could own more than 50 percent

of a third-tier foreign corporation, and so forth.

A Form 5471 had to be filed for each of these

foreign corporations.

[8] More recently, the Tax Reform Act of 1986
expanded further the definition of Subpart F
income. Generally, these changes apply to
taxable years of foreign corporations beginning
after December 31,1986.

[91 For purposes of this analysis, a CFC's return on
assets is defined as the ratio of earnings and
profits before taxes to total assets. Not income
(before taxes), i.e., net income computed under

provisions of the Internal Revenu& Code, is
used in place of earnings and profits for pur-

poses of computing the U.S. parent

corporations' return on assets because earn.

ings and profits, as such, is not reported by the
parent. To the extent that the concept of earn-

ings and profits differs from that of net income,
the comparison of a CFC's return on assets to
the U.S. parent corporation's return on assets

is limited.

[12] The balance of payments surplus may be some.
what misleading due to the inclusion ili
dividends paid and received. If dividends
received and paid are excluded from the totes
the balance of payments surplus would failtrom
$27.8 billion to $16.4 billion.

[131 U.S. Department of Commerce, Bureau of
Economic Analysis, Surveyof Current Business,
June 1986. The current account is defined as
the exports of goods and services (including
receipt of income on U.S. assets abroad) minus
both imports of goods and services (including
payment of income on foreign assets In the
U.S.) and net unrelated transfers (excluding
military grants of goods and services).

[141 U.S. Department of Commerce, Bureau of
Economic Analysis, Survey of CurrentBusiness,
June 1985.

[101 Willoughby, Jack, "Shipwreck," Forbes, July 29,
1985, p. 116.

[11 ] Simenauer, Ronald, "Controlled Foreign Cor-

porations, 1982: An Industry Focus," Statistics
of Income Bulletin, Summer 1986, Volume 6,

Number 1.

[151 Amounts loaned to or borrowed from U.S.A.
filleted groups were subtracted from 1982 trans-
action amounts for comparability with 104
data. These data were not tabulated for 1984,,'
since they were no longer required to be
reported as part of the foreign corporatlon,_-~
transaction schedule for 1984.

[16] U S. Department of Commerce, Bureau of W
Census, Highlights of U.S. Export and lmp(lt','~

sour-6 'ITrade, FT 990 monthly. Data from this

are based on the 1 984 calendar year, while CF1613
data are based on accounting Periods of d;

I
, AA

throud~
parent corporations ended Ju y 'b
June 1985 and accounting periods 01 -

ending with, or within, the U.S. Pam
corporation's accounting period.

Table I.-U-S- Corporation Returns with Total Assets of $250 Million or More: Controlled Foreign Corporation Total Assets,
Receipts, Earnings, Taxes, Distributions and Subpart F Income, by Selected Industry of U.S. Corporation and Size of Total
Assets of Controlled Foreign Corporation
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Table l.-U.S. Corporation Returns with Total Assets of $250 Million or More: Controlled Foreign Corporation Total Assets,

Receipts, Earnings, Taxes, Distributions and Subpart F Income, by Selected Industry of U S. Corporation and Size of Total

Assets of Controlled Foreign Corporation-Continued
jm- mwres as,neni or ddirrel

-Ites Fee— (~rteeeA-A

-n- ir.enerilit Pereer
Aree, S. --ne

I I '
'. -.n --n, .IA,, en in A.- — A—

A, _-d F.nese -Penn-
ne

ene'n ee.." d P-A
ne.

nlre
_

n
T

Art

W) (3i (At 5)

Eli,st- - ieileeeneel~ inlulPeenn .....
'

711 .2770 7,"1.993 9,205.015 ,701,272 25S,92- .7SS 1, al`93

-st. -. v win,een. 22a - 2,207 17,411
7

4.
26985

1
7 327

i
2379

7
6 966

.
53$~ ures, s No"S

Nodos,, r,siO_0W
it

0
5

8 1 3
6 988

3.259,962
.645

4.969089

,6 2
246..5 ,985

.
0598

,
2,575

,
A.107 797. .$,

o NxGW . en, $ 1W.M. 2

7 ~ ,A ,
. 565 .211,915 59.~S 35.950 7 A13 2,285 .167 I,l,

WoNow 13 64 9,475 477 5,660,159 ,124073 .195.509 8,l?()6 4,M 9.115 M2

.............. 2o 925 17,132.60S 477,"870 ,430,460 sss,eas W.162 211 ~12
'

3~%' .411

I. .... . ...
"to 11 1 , "1

1

8

- 127 0,A52 SAG 416
1

70
G s

2 17
-

.... 1..0,1 ON
B 35 .825 3 971 .585 336 325 . 0 8

"'WO
~
8 59 ,227.W9 ,626281 ,6S2 38 ,010 962

7
,401 ~

17
137

9D ON
4

2;.203,
2

6,911 2,.9 0 ASS 328
7 6 4 4

IA,

to 76
1

4 1 3D 866
5

2 ass 148376 31,886 051,305 0 6579 . 0 127

Irne,A,,s,oaA .."Pt ere,-
20 Soo 5 W7 382 ,073.39. 1,912 ee,sso 1, 2 3,006 .,1. ,221,e.hIAI

AAArt, ,,, o, not snewo 10 1
, .

-
N '

S07 45 45 53
4unne, $ NO DDO 7 203 6.467 ,, G

at
441

S
32 33

~
724 3 ~

S "000. .1slo"Wo

~,

a4
97,7M ,255,

8n
787

6 ,
66 3 o 572 0

- ' ''S
1
0 000 Wo . .1 $IN NO GOO 13 l5 .63OGI2 1 94 iWo 9,817 1 Sal 2,742 2 07J 8 ON 3 ~2

'
,

$I OGGOGWO el ne.l. - . .. 1- - 5 7 .4n,152 ,355171 79302 1.375 .782 ,782 1A7 4 .771

..trneeri w ei At Ineet-At. ........... 23 507 1.513,591 5,A90,50
3

,210,M 437,.20 6,927 6.545 .'.S 5.056
SAS 2.920 3236 1 1 .l?

"$ ON 000 ... 22 32 10,383 60,138 1 03, ,554 18 n7 2(32 ,1$;
No ON S10.00GOOO

,2 27 11, , 1,711
SG

3.586
1

2,640

.
W

3

60
S

500 1

, No No e der S 1M."GOO

2, "7 ~ :4 it'S
'63 380418 7.038 4 240 2671 1,983 7,N2 7

55'l
W,NG,NU er eA- 6 20 ,586276 .950.569 27,5B3 4.350 6,606 ,606 , 5 443

T101- teron led sebli, ItIlifient .......... .. 10 ". 5.021,612 4,153.103 .29 ~n
9 a

672,265 7,612 11,751111
aaa

, M
2 37

4,528
30

A-A ni, , est reWried ... .. ... .. 47
2'8

- S 887 1952
15

2M
24 307

1
65

4 541
~
IN V

.
3711

'Wer
s I

ons'"
S1 000 000 'we, SIO NG

No

9
56

75
An

1,211
1.645 OX

S77
1 1M 251

9
21.640

,

0GW

,

3 4 2 S
6 4 0

, , I
$10 OQU ON e., S100 No WO . A 2

7
6OG 19,

:4
~27

6:1 12 4 14 7W

24 ~

)
6

1
5

;=6
71

227 XS
7 48 15 SAi 1 7~ M~ 1 4 1 1 1 4791, 1 lI.

0
168 ,

:

0 142 110.470 12.3A6 B' 1 as
M 5U ,"S 3sa

IA,-I. I Isoored

7 24

-

5

77 1
eno S I.Wo GOO a 63 2,385 s 51 K ~

4

-
W

No No e e, SiGODGOUG IS8,985 11 86
a

I
O.GoGooo no , smoOn ON
Go 000,000 ol reon, -

.A .......... ....... 116 1,104 2,358,191 2."2,450 ,031,937 ,12.Asa 87, 71-
M

2

-

9,330
9.2

,5.s 1
2,111

Aass, ne- w emew SO 233
- 7'~

,~,j, S7'
867

,
411S 719 71

end $1,N00W 0, me 12.34' 44 sll. o
74 2178 7 219 845 .3, r

$ No," no,, $10 No= 76
3

6Q .370 US ,232,022 N 3 .
4 .98

.
1 8 409

.
42 184 Asa W

$1 o "wo sm" GOO 621 ll14 ,W 6~
~

6 519.- 98
746

2 .
43,

,.
3 232

.
15 2W SM

1
-, I

Go OWING el ".1. 1 is

ll

3.sl)2 Ntt I]S28 ~ ,320.844 385 ,

.he . .... 63 121 a,094,11,13 6,11 ,016,206 217,71 3 5,192 7,324 Alo ,SW

.................... .
M ars e,. ii not awned

2
2

1
2

'
.932 7 ,

10 U3
W

53,,A
wrl siTo.000 1 334 2,17ti 11~174 14,382 ,703 K

1 6
,

8,32 7
11

0
Goo NO

4
Sl0.0DGN0 43 2 78805

'IS 1
24 0427~ 9.905 . 6

)OV
,

8,11, 99m
GoG

''

4 112
70' 61 N'W

5
04S 4.780

04 I.33 l

6

'lt :1:

93 52

.
4 : 37719 4,312 3,~

1
a~

Pern.'. . e. "I-, P-..t. ..........
A

0 ,297,072 4.932,001 l,92,66~ 19,10~ 0,W8 2,02! 3."S ,93!
"r. e,

Asseve .1 reoseted . . . .

I
4 BA

8
2 2

27'
7 7

a

3
IgQs; e-I $1 WoW) . . . ,

w 00000 I `4 50136
,

~
W

: 24 53" 4
~W

.4 2

`1
~S UGGOOD. erS100

$100,W0,000 5 2
n~

So!
,

5.5~4.89! 32? .9 V
~

35

W'" ON ., nwn,

R'"'l t"'o ..... ............
3

5
83 4,263,348 .M. 15

8
S.731 71290 8232 75230 ,617 .4"

'2133
' .........-~ ni -1 net swilted 27

41
-

56
34 01

1
,039

~
378

,
78

2 137 8
2

- 7$ enw, $1 NG 0 2 U

AD

tls~ S42 164 3 ,
7,11

S2; 5
2

1 ,=$

_'WO $10 OWPOO 3 Xi 12
22 3

1
8"

,947 ,257 :~ .S _ `
3

,l,
"Goo- re ~'SGODOG ,5 G ~ 1 7

.
1 32. 3,698 1

6 7As 749

1

Gin 9$,

00 DOO." e, ew 9 GS.W 22,M4 ,

",
01

Ffi In— A. tend -I -- - -- - ------ 16S ,934 26.591,1144 3,001.7.1 .4512,73 030,7 4
47

51W
6577

,15G
SW

N1

`A,
=

net ewonon .. ..... 68
4
22

-
4 :10,

S

1
71G

72A
1~

4 24.
S

OW, . ... ...
7

I'

,
23A A4S20

~
289 W

S 47
a 4 " 4 2 " 9SIG N0.00D ... S3 1,1 ~1 I 3.2S31 ~I4

SAS .2 6499 92 31:

1

31769 ' S 2 view , $10O.DOO.ON 83

24 7 S 2. S
1 55

I 50 30 674 2 85Z

4

9 303 ,951
4 , ,"Go.

Wile'len, 59 236 09.031 1 l29 6!K . I , . ,
2.10

-kft
T

86,230,101 0.87S..37 51,51o,
'1

,605,013

9

l 5,25,
1 7

Assie. nee, te, .'el,W, S! 133
-

1 28
6

01
S 4

1
M
'

4
,G '4 1

1 0

S SI Goo
3tI

"
2.
4

lt
4

M~

S
741 3

2~13 11 I iI,S~ GN. 'Sio"'GOO 30 211 68.WG 965 ,672 ,7 12 .2
69 9

I

0

d

02 Air
s o'"'wo $100 ON No 34

aG
:4

7'
~3

a
7 1

2'
~

1~'
2 S

'2
1

23O S76 2 a 7'$1
W,000 ODO ce nAe. ,

~
1 17 24 6.

~ .I
s3 2I

"

.

Lontrolled Foreign CorporationCo,n1troB

il,al
175Tablept-s-la-Sm.

iCgsrpOTrafe
1osn

ORiestulgisZoInth
lodaluAlaset s

t
IolincomOeM I

b1liyoneol erMteodrelnclustry of U .S. Corporation and S Ize of Total

III Foreign Corporation Total Assets,
Assets of Controlled Foreign Corporation-Continued
[mmv amwets m in thweenres ot dollars)

US
`:A,re c-

nes. ..............................
,sai eam or reet reponeel ... ..... ......

$1 ewer $1000.NO ...... ........... ..
SIGOOGGSunder$10.000000 _ ...........
$,0,000," wer $100.000,000 ............

...........

Hsitieg Ains! cors;,tieril-,
-pt II,,nk WIding weep.-IAn, ...........

add ....
.

$1 urda, S 1,00D.000 .... - ...............
$1 ".000 under $10,000.00) ...

...........
$100,00GODO te, mon, ......... ........... 1

SItni....................................
Atess, sets exoned ...................
31 enser $1.00GODO .......... .......
5lP)GW0urwrSI0,0WGDO .............
SIGOOOGGG war $IW,GN,oOo
VOODOO= s,. .................

NW- nrieie~ ........................
AAAAA. Aie.,=njed

$1 ,eGa, sI
$I.ODD.ODG wer $10 .........
$10,00O."'nore$1=0670006 ::
L1OD.~GW res,a ............. ~ : :: : . 4 v

"S'U

43
17
30
25
25
12

13
6

62
30
49
45
38
5

~3
8

15
16

-=-.Ao~ eneensers,
eeew,rg,

eseesn
~Atnsn`

on
70

210
110
0
25

282
37

213
84
42
6

1,25S
25S
SOS
350
136

5

625
119
255
205
46
-

TeeI

12,M.273

46,275
AAB,217

2.983.523
9,31B,257

4455,132
-

34
261:902

1.392.M
4;02,677,4 0

6,204,392
-

1.
1~246,W"

3,592,4'57461.220870

1.8112,1185
-

82.579
1~7132185

087: 23

Bi

(4)

4,220,417
187~NS
54,792

315176
1.201:339
2~461.113

4.m.a24
793

38527
464:

1.403,303D8O
2~357,167

4,M
In86~37'

.2,4SI
1,024,315
2,504,208

248.830

1,431,701
5,9,17

103,102
SSA,A.A2
758.290

Feeepc-

-1.

`ee

U9,670
7,971
2.8BI

2779,745
:112

271 940

Fenesie OrepArtrene, Anth
Aw onse.

C__
reenp

d eeof.
were ese.

(a)

"G.m
11,925
6.795

35937
118:063
273,715

209,824
-308

-2,215
9

101
.
736Joo~
66A

3"'478
20- 1 ~'1115
98,769

212381
68:902

15Z=
572

4,635
51,617
95,628

241.206
-

2.267
22,5t7
13.'366

'56

557,259
25.3131
29,091

129,528
3GA1356

W902

17%,1103
71S1 l,Mj

61.490
100,056

M

Ulm
4,494
1.743

10 164
27:362
22.136

55.487
-

sm
7.602

24
Z22.945

159,
2.460
7, 'ON3

Q
96:

335

12.OM735

64,646
2.1.

15
22:554
39IM

(a)

sti'm
4,494
1,77t
SIGN

25,227
25,400

52,913

-I ~
6.4D2616

20,309
25,116

165,06
.2:1

09,
40.IDD

102,4ag
12.075

63,00
267
516

"22521~
OAS

"k.,ne-
re -
=r

P)

78,W4
1.300
1.270

2.211
SoMi
23.002

57,4911
-

01
4 55

323518
49:938

164.313
No

7,919
3918OR
46239
70,'6D;

33.5m
SAO

1,6N
20,290
11,313

SAbeAn F
en-

62.339
-

1,827
3,199
7,523

l]i9,810

21,625
-

379
20, 25

806
416

M,302
14,997

1.556
5.966

33238
16-

10.307

1.2~1
2.439
6M7

F-we. .1- .1 ..



176 Controlled Foreign Corporations, 1984

seats of $250 Million or More: Controlled Foreign Corporation T let Assets
01Table 2.-U.S. Corporation Returns with Total A

'Selected Industries of U.S. Corporation and Controlled'
Receipts, Earnings, Taxes, Distributions and Subpart F Income, by

Foreign Corporation
Imoney announts are,, thounands of dollars]

naarn,., US, oSaletrad corpe-n
W-t .

and
_ad-by

.1 controlled
'nuon

Conaaaaren

am.,
U~S

n,c to,
na.-

o

-1 ot
'aragn

or,onabOn

.1
aaaara

..-
.a-

.on...ad

cu-'.nanita,
-N.

on.

~,anuuna

11 Parra"t.

_"`r.

Currant I..,n
--go Inconatand a.'- Ouna, in.)

Won, ....

.nagn
UU_

1
d,.,,..t.nn

carrent
Mr

9

uaOut
-

(e) (3) (4) V`) (a) (7) (g) ( ) ('a))

8 4011 4119 624 529,98S 45.591,785 57,4611,60a 12,8.11,594 19,653,431 17,429, 94 4,420.024

All includdriet, (U.S. parent) .......... 1"03 27.00 , ,

brad.arry of Corbollad
F redge, corporation 0,97B 001 4110

1

133

38
109

M

31 682 a3 787 19072
-

Agr a, l.ratary and fietang
~ ~ ~ ~ I

46 161
W

,
11 6,

"'a '7
720 4 016~773. 4.021.775

17
2.08B Sol

'7' .

151.36,

l"
~ ~ ~ ~..rtb, ........... . ..

123
1Z4 71S

'66

431:74S '290-1 Ill 504
~

111~~

`SS B5
:To%
51 045

632C,w ucWr. .......... ,11 7 ~Ig 7219.484~3 2 W,427,77,t 23.121025 21510.932 923 W

32

g

226388 1117 11 IM 425Man, act.ring ......
eh,..bli

5 6
~

a1 221
1

lo,oll.S'S W.191 1 13~17 :l217
' 71,.l1 .430,170

. ,
M2,b ... .T11raponablon and pu c

da

674

4

7 :g
t99.002,412 9

':2"~

S. g

14ZI 221 1 1163213
,

1,100 551 2,379836 92.3 1.5are . .......Wboaaaa . and rele
W -.ad 6 1 3.11 2"J"" ' ' 4 7

S, 7 Still
S

S, .
I . 42S

,
44954 432473 395.550

175
61~,.Finance, nOunt.. n

399 2,571
4,,,, 7ij

19
1 7:.. ,,S. g,, .

91 70()
1 7 So5

17,866 11,610S.n4c. . ~ ....... - -
1 W-b-

1
33 N 758~'52 656.025 72,907 .

-
.
- - -

Nature .1 .-- 671 6,272 4,
6,4

968 - -

1-1. ........ .......... . .....

602 9 885 843 5,9311.863 1,494.624 1,697.559 966.810 953,595 630.13, 1351.3

Mining (U.S. parent) .................
46 , ,

laderarry .1 Conuolhnd
Foreign Coactabartion

A,rialane f.laabY and httrang 1 Ma 74 1 4264 312 4561 1431.427
WSSW 902,551 514ffl4 65UO

Kra Q ....... . ..... 32 213
4

5 0 9,
467726

~,
142,477

,
43

8.:
326 30369 31.563 7.58,l

19 041 7B
Ccralruet;on ..... . . 3

, 31

.
290.937 306.793 11,761 32

d`0

6,9M
03

B 526-994 ,
45 I.W

nd *

1
22 201,502 111.2'7 20.974 32 2

4

3

10
1 " 2 2"T-con- a bu ic ba"Ina

6 16 141,17 21 27 6,962 7.65
78 !512 S a2

1

Sol :"7 566 43 Wna.
Wh -at and 11 trade

nd -1 -.,a 25 58 121 162.1 .. 73 1,~14 3:4
4 B77 5,285 1,399 21....Fact- 1-1... a

S-
'

9 55
4 6, 21

187 5

2

not Waacaric ........ :Neduat, cal bu.nea,
~ ~:::: 32 159 7W 809 - - -

bact- .......... -

512 3488 517 5.686.3n 1,423,295 1619.670 935.442 933,527 609.711 130,750

On and on ,traeban (U,S. beano ........ 33 . ,

ledustn, of conerviled
Foreign corporation

Agriculture to,eury and lathIng
- 4 613 6a 279 691 1,391,37? 886.67~ BW 421 496,801 61.16!,

Muang ........... ......

cow WaIn . . I I . ~ - ... I ... 1
24 lq~

30

4.654,4 1

280 808

, . !

289,196

. ?1

ggo~ 3i.066 8.1 52 7,744
3

18971
-

in
9M

Man, Wuring ......
~=

10
5 B

-,935 46,988
13

V

303

loo
11

11'
152

200Oubn Oral putal. ut'Weelr-
5

5 133,Sa 217,M8 96,2 0
6

981
04

I'

3 962 4 103 73801 3071
Wholebeal am rebal rade ...

17 144 1,972,296 181.352 58.596 63,3 .

8774

.
5285 1,39~

42
421.

finence-buca and -1
So-.

54 557,614 1 B6.21? 25 13? 43,82~ ,

-
Nature el ou.nesa . ......

21 126 35,381 - - - -

Inect". ......

6976 917 9052 416,704 4160,479 122,388 121,488 94,57" .0

Conartruction (U.S. Parent) ............. 1.
.3,82 , ,

und at, of controlled
F=Ign corporation

6 3
' 'Agneulaur.. t-atry and huhing . . .....

5 54 Uj7N 2,_,, 5,a 1614 ~ 24
5~O~73 2 4::

"1,un,ng .. ...
14 95

~22S

9

1.31,:.2S 2g
958

57911 M21
Conatrucann ...........

4 26 55319 29.52~ 31,57? , .

T,abapb,beon SM Publat ubkbee ......
20 350 21'glo

WholeSe and natad a--
8 27 958.B24 115307 37,750 44036 1:321 5:3,87

40 a2
.

50 09!
,

-.aF-rc., inab ... an. real

s.. ........ 8 49 439r"a 230.400 100,873 101.693 .481

None of nuance, reat all-taft, ... ..

I 12 110 36,915
- -

nac- I . I ......

1 396 3134AIG5.0 3n,97140 47.9119.980 17,10.507 16,639,210 14.91

Manufacturing (U.S. parent) ........... . ... .,..S lla.,. , , ,

Ind, at, of CaOrarolled
u` 42822 23036 14 W2 33 446I..I,n Corpbefiaart 32 , l 631,221 1,,,41 32,194 12,071 ,

027 4213 3

034 513

'7'

,

130A,bcal- lonnary and ran,19 - - -
..4

17~279.446 12.222,001 4,937 90~ 4565, 110

N

, .
11 4. 1.361

'

~~~7

Kra ........... .

2g

go
2,795010 4

""."
17211

'

3

"IS

26

.

9691 368

g

,3.6 7.169 747
C .natrucron . ........ 496 6,H6 0141,210 ! 321 901 119 22

~g2

S
2S,74S

09
,

. IS7 72 5"
Marautbcaca,g

. -u on

72

60

~.,~9 ~ :4 So2
..113 77S,g

36731

,

,

fab m 593:1,
41;41, 112

;Pact. ut at. .Tneanecorea- a

~U4

376 547556.26 129,396~250 7 684,709 8,9 .
976

.
114693 368

1 ~
4470.

-dba. and naral raw
-'

L339

,
B26 6ftl81 13,202,523 3.656892 a.468,

7 070

1
84

2,6,810
9

a

F,-..,;-,... abe I-W

230

1.223

:g
B27 N1 7,803 206 982.706 1.116:1 :

4
go 300 3.3

2138
Servicas .........

91

52 4':

111,493 49 044 6
Nature .1 ne, alocaba,

inter"

388

'34,13 1 1 1,72

FoOtbetua, at and at Wee,

Controlled Foreign Corporations, 1984 177
Table 2-U.S. Corporation Returns with Total Assets of $250 Million or More: Controlled Foreign Corporation Total Assets,Feceipts, Earnings, Taxes, Distributions and Subpart F Income, by Selected Industries of U.S. Corporation and Controlledoreign Corporation-Continued
IMOMy abrou ta~ae~nffic,~-daof deglarej

cOnabolad conagn CO-abor,

SO-ad
-Z

.1 U.S. .-..n
NulearU S

current
--len atabobatorat -h

---na ..."go and
_

lAnq the return
Of corltbal.d carroalloo

na
NaboOr W
FC T-1 1baa- enan

For aa

ural .,n
corponean

arrat

.

Obt

aaa d

Taaanacurnaa Sabalb

atuningb.
and .I.

laden,
aaart

"Or

(9)
ManUfaCtUring-Contibutad

Feed and Ona,edol (U S, parent) .... .... 43 22.565,728 31.414,654 2,7t4.895 3 050 716 791 131 176 935
Indust of Controlled

. . , , 96O637 27D.378

Foreign Cana, nor,t"
Apneula,e. ear,, and fth,bg . .............
M,.ng ........ ..... ..........

9 54 n8.lN 2S9.D24 -8.1293 15,462 5 147 5.195

T1

1,967
coreentea." ....... . ...

M
.... ... .

,='ir'ng and publa, akrea
. 38

10
673 14.607,295 25.572.986 1.918.394 2.129.938 688,523 685~48;7 6)(3,486 76.653. ..... ....,,aand

a.
""

.
28

23
288

171440
1 871 291

165.6eg
4 248 7

15,490 17,743 1995 1990 7 U27,532
-

3,7111
F-- n-ne. .. ra.1 ..,............... 33 175

. .
4 811 333

, , 25
757 287

1811,932 223.263 70,252 68,212 47.0,19 29 206
Sa.. ........ 2? 1

, .
392 90

,
3

366,278 a26.341 21.15() 1 l,o5`, 257.043 145,7Mtat.
alled n-nntelocable ......N

9 . ~ ~.68? 205,03~ 207,62: 3.6E? 4,59~ 48,501 15ol?
...... ..... . ........ 31 ~65 340,738 - - -

.

Cheraca, and alhad produces jU.S. can-) ... 72 3.940 58,528,756 60,877 842 6539859 7 3 82393 2 473 937 2 453 1 1
Industry of Condballed

. , , , , 6 2.100,613 313.uo

F.Wit. Coalbrafflo.
Agreaft., 1,anet and fiah,bg ........
M,-g

6 27 100 488 76.367 15.949 18,477 9.209 9.752 4014 -...
conabaelo, q ~: : ~: , ~ ~: ~ ~ ~ : ~. . . . !

5? 2 559.38~ 1,777,49? 1, 170 62~ 1 M2~361 737,55~ 737,73~ 509.22~ 3.74!
M-1- ng .............. ...........
Tl-.',.n and W uWa..

68
8

1.632 37,611.807 45,133,605 4,211.951 4.711.368 1.449.549 1.442.198 1.254,218 276 979.... ..........
a4roanael. . rar.1 ,ad . .......... ....... 56

27
770

975.850
5 4 ,1

629~ 1 12 - 99.953 9.35S -2951 -13,638 8,031
,
5W

F-c-ountne. and -1 -.a ............. 53 353
, 6 .570

10 815699
11,301,.7

1 95
523,864 6.8,783 2X822 =1 322 119.558

11 , I,6s- . . ~ .. ............ . ..... ... 36 161
,
594 21G

A .504 678,D39 734.691 59.262 60,777 191,633 3. me
'Nature Of a- net .1hocalUe

. 153,519 313,429 44,633 los9a 9,712 13,928 7. 51?
i ........... .... So em 249.888

Pareatuan Ondudng Integrated) old ccal procucts
(US ce-)

i

,

ad,U.8.t 0

.

f

.

CO

.

ntan,

.

Had!

..... ..... 35 1,932 9%994.391 173001,490 12.612.098 15.588,956 6.708,937 6507,866 6.134,363 707,290

F-iga Criporall-Adecattant ,,
ly and fi~h,ng ....... .. .... 3 4 17.717 3~281 -581 939 145 103- ...........

or _ . . ....
22
4

271 12.17g.869 9.697,332 3.784,806 4,201 311 2,272.745 2,276,90
30

956948
-

2585,

=-u': ... .. 20
13

316
435657 i,oa3,196 26,913 27.142 9,012 9.012 22,t34 7,763. , nd .

"1"' 17 112
g2,613,502
6 72

76,1118,659 2,(Za.506 3.708,924 1,569,Ne 1,363,453 I.D26,901 93.578
lbelauja .................... 29 175

, 3.851
26 465 3

2~927.767 130.D29 603,786 58,697 60229 .2.9C6 60,168
F.bee --a and raw -.a .............. 27 204

, ~
19 875 8

79.961,314 5439453 6051,965 2,742,609 2.740,439 3.370.711 217.~i
Be
N bu

17 72
, , 56
666 403

2.271,174 586,917 981,180 54,59B 55.OB3 313,659 Xl.7Matue ta.. nea ellecubbe ...........
I 12 24

,
24 716

227,087 10,6',13 13.589 2.D31 2.512 1,074 Bel
... . ...

27 431
,

392.457
11.679

-
-592
-

119
-

14 12 - 10

"nary notal "duct- (U S ca,c,,) 40

'Wtule r of C
1,033 14,~,236 10,486,4D6 332.1 M 771,022 168.394 1~.945 193.123 126,111r ontrolled

Foreign C.n,ored-
"'bg Unt, lonaby end ,-bg

M
'eal

Oad
1.100.155 332,16~ -9,149 13,13? 2,71! 1,77! 7.3o?adur

~=2' and e.ibc UU~
0

330
20

6,609.777 7,454:065 193252 466 9N 137,711 10(1 115.621 500
and .,.it t,.d.

r
8 1

14
3

16~W5

725 969
218 !Kual 9:OBO 26.149 2.207 2.316 2.191 39.440~j~ taalbc. an.,-

16',
,

4 597 138

1,199
414 29,663 41:103 12.001 13.766 4D.590 10398

n ba"al ne tatc.un 1 1 '

, .
520,519

333
315,050

103061

6:69,

gS
750

18,502
11,853

,go
B.512
1 506

26,730 75,55A
a.., 6

23
22 63 286

:
30,459 1,350 2.256

.
712

1
712

691 211

get.
"caut Ne t

274 93 477 - - - - -
c new (L),S parent) ....

"dualaq Of co t
68 1.950 51.882,026 50,IG3,336 7,430.539 7989,513 3.045,75~ 3 02() 6Eut 1 883 219 481 385r r,ll..

Agriculture oragn corporation
On

, , , . .

.
attlY and hohno"O.4ton

~ttrvw
I

- :
'Aekai~- '

42 333 09
2

313087 7~
8

19.665 8.325 8 26D 4 509 5019TOneance, ...a
4

61

8
82:49 2 Sat ~04 2303

' ' 0
99

' '

,
1.995

.
1 ~451 3 272w U,aletale.

.. "

702 33.636239 36,B33482 6,1(3,443 445 ~9 1 S 2,773
,
89? 2,764.014 1~559~89

,
172 91

. . .. a,_

-

13
43

469 250.Z?;
a

9 tPt5,00; 490 S72* 683 M8 IW,4. l5og ,
`

6 32
6

. ~

100 568fiften, .......-1 "n(ad net atI
3

1
68

15
7,143,"2
2 2

1,207,273 5D0:854 519,993 76074 72,7S1
2
2 7389

,
18j,852

ecau,'lle.

,

~ ~ , 88 40~ 1.795.40! 250 43! 296,95? 24,91~ 22.62~ 23 67? ~.70?

zz- and~-t
4S ~90 107,.2.



178 Controlled Foreign Corporations, 1984

Table 2-U.S. Corporation Returns with Total Assets of $250 Million or More: Controlled Foreign Corporation Total Assets
Receipts, Earnings, Taxes, Distributions and Subpart F Income, by Selected Industries of U.S. Corporation and Controlled'
Foreign Corporation-Continued
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controlieci t-oreign L;orporations, 1984:
A Geographic Focus

By John J. Bradfords'

I

Controlled Foreign Corporations (CFC's) of large,
U.S. multinational, firms continued their important
role in the world economy during 1984. Overall, the
rate of return on assets for CFC's increased from 6.6
percent for 1982 to 8.2 percent for 1 984, a 24 percent
jUmp (1]. This is perhaps an indication that the
worldwide recession of the early 1980's, which
11MRed growth and caused a decline in profits, had
Ngun to ease by 1984.

CFC earnings and profits have generally shown
the effects of the economic climate of the country in
which their business is primarily conducted. This
trend continued in 1 984, though not for all countries.
CFC's located in nations where the economic growth
'was strong proved to be among the more profitable.
For,all industrialized nations, as classified by the
World Bank, there was a 3.3 percent increase in
gross national product (GNP) per capita during
19134. CFC's located in Europe, a highly industrial-
ked area, reported an increase in earnings of 33.3
percent from 1982 levels. These numbers contrast
With figures for developing nations, which showed a
dedine in per capita GNP of 2.7 percent for 1984 [2].
Cf.0's incorporated in Latin America a less in-dustrialized area, showed a decrease in'earnings ofp rcent from 1982. Factors such as large foreign

. -and the resulting fiscal constraints limited
potential for recovery in many of these nations.

Between 1982 ancl 1 noI Ulere was a modest
k0l's" of 6 percent in the iotal number of foreignCornwall ons controlled by U.S. corporations withMO million or more in total assets. For 1984, more
lh' 1,100 U.S. firms controlled over 28,500 foreignDO."'rations and financial information was reported
',or'2,7,000 of these [3,4]. Gross business receipts ofon were recorded on assets of $595 billion

Corporations.

Pre-tax earnings and profits for CFC's showed a
substantial increase from 1982 to 1984 and the

i
amount of foreign income taxes paid rose accord-
ngly. Roughly $48.6 billion in earnings before taxes

were reported, an increase of32 percent. Taxes paid
rose by 40 percent to a level of$19.7 billion for 1 984.
All of this occurred while gross business receipts
showed an almost 4 percent decrease from 1982.

CFC's paid out $17.4 billion as dividend distribu-
tions in 1984. As controlling shareholders, U.S.
parent corporations received $11.8 billion (68 per-
cent) of total dividend payments.

The 27,000 CFC's were incorporated in over 125
countries, but more than three-quarters were incor-
porated in only 20 nations (those listed in Figure A).
These 20,800 CFC's also accounted for $521 billion
in assets (88 percent of the total) and $494 billion in
gross business receipts (79 percent of the total).
The United Kingdom, Canada and West Germany
were the most prevalent among countries of incor-
poration. The 8,340 CFC's from these three nations
generated $274 billion in gross business receipts
and accounted for $227.6 billion in assets.

BACKGROUND

tionefore World War 11, relatively few U.S. corpora-
s had operations outside of the United States,

and thesecompanieswere located mainly in Canada
and Western Europe [5]. After the war, however,
U. . corporations were encouraged by political and
economic means, such as the Marshall Plan, to
increase overseas expansion in order to aid in
recovery from the war [6]. Many U.S. corporations
took advantage of these new incentives as well as
other factors (such as financial environment, safety
of investment, and access to markets for raw
materials and final products) to launch foreign opera-

Analysis Section. Prepared under the direction of Chris R. Carson, 185
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tions. A U.S. corporation could establish a presence
in a foreign country either by using a foreign branch
operation or by forming or purchasing a separate
subsidiary company incorporated under the laws of

that nation (i.e., a Controlled Foreign Corporation).
However, in certain countries, local law required U.S.

companies to use a locally-incorporated entity (CFC)

in lieu of a branch operation. The reason for this was

that a portion of the stock of the foreign corporation
could be held by residents of the host country while

the U.S, corporation held the majority of the CFC
stock.

A foreign branch operation is treated as part of the
U.S. corporation for U.S. tax purposes. Therefore,
branch income is taxable to the U.S. corporation and
is not deferrable (see below). Similarly, foreign
branch losses can reduce U.S. taxes because they
are deductible from domestic earnings. For this
reason, U.S. corporations often utilize branch opera-
tions in industries where high "start-up" costs are
expected. There are other advantages to operating
through a branch rather than incorporating in a
foreign nation. For example, dividend payments
from CFC's to their U.S. shareholders may be subject
to a withholding tax while the repatriation of branch
earnings may not be subject to this tax. '

Operating througha CFC has several advantages
as well First there is the potential ability to defer
U.S. t;~ation 'on CFC earnings. Except for some
notable types of income, such as Subpart F (see the
'Explanation of Selected Terms" section of this article
-for a definition of Subpart F), CFC earnings are not
taxable to the parent until repatriated. Therefore,
U.S. taxation may be deferred until earnings are
actually paid to the shareholders. To the extent that
foreign taxes are lower than U.S. taxes, this is an
important reason for U.S. companies to form over-
seas subsidiaries. Tax strategies may be developed
to take advantage of loss or low income years,
excess foreign tax credits [7], or changes in U.S. tax
Policies. CFC's also have certain advantages be-
cause, unlike branches, they legally reside in theforeign country. This status could entitle a CFC tobenefits under tax treaties into which the foreignnation has entered. In addition, the U.S. parent can
beinsulated from various types of liability in a foreigncountry through organization by CFC.

TheCFC continued to be the more prevalent form0 overseas Operations during 1984. There were

over 1,100 U.S. giant corporations that controlled
more than 27,000 CFC's and there were 307 U.S.
corporations which operated roLlghly 2,600 foreign
branches. Taxable income of foreign branches was
$14.4 billion compared to $48.6 billion in pre-tax
earnings and profits for the CFC's [8). This com-
parison is limited by the extent to which taxable
income differs from pre-tax earnings and profits.

Before 1960, U.S. corporations were not required
to file information on foreign subsidiaries. Public
Law 86-780 was passed in 1960 requiring U.S. per-
sons to furnish, as a part of their tax return, informa-
tion on any directly-controlled foreign corporation
("tier-one" subsidiary) or on a foreign corporation
controlled by a directly-controlled foreign corpora-
tion ("tier-two" subsidiary). Control was defined as
direct or indirect ownership of more than 50 percent
of all classes of stock or more than 50 percent of the
total value of all shares of stock.

Under the Revenue Act of 1962, certain types of
income which were previously eligible for tax deferral
were restricted. These were referred to as Subpart
F income and were taxable to the U.S. shareholders
of CFC's even though they may have remained
undistributed. Over the years, the definition of Sub-
part F income has changed due to amendments to
the Internal Revenue Code. These actions have
reduced the tax deferral benefits of CFC's [9]. The
1962 Act also redefined the term Controlled Foreign
Corporation. In general, a foreign corporation was
considered controlled if more than 50 percent of the
voting stock of the corporation was owned by U.S.
shareholders for 30 days or more in the foreign
corporation's taxable year, but only if they had at
least 10 percent interest. In addition, the 1962 legis-
lation restricted the conversion of tax-deferred ac-
cumulated earnings and profits into capital gains,
thus preventing regular income from being taxed at
the lower capital gains rate.

In recent years, control by a U.S. corporation was
extended to lower-tier foreign corporations through
a chain of control. Thus, a U.S. corporation could
own more than 50 percent of a foreign corporation
(first-tier) which, in turn, could own more than 50
percent of a second-fier foreign corporation, which,
in turn, could own more than 50 percent of a third-tier
foreign corporation, and so forth. A Form 5471 had
to be filed for each of these foreign corporations.
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CFC ACTIVITY BY COUNTRY OF
INCORPORATION

In 1984, of the 27,000 CFC's controlled by U.S.
corporations with assets of $250 million or more,
there were 20,736 that had active business opera-
tions. Of these, 13,875 companies (67 percent)
reported positive earnings and profits before taxes.
Total pre-tax earnings for these corporations
equaled $57.5 billion. These corporations also paid
$19.9 billion in foreign income taxes.

The effective foreign tax rate was 35 percent. This
rate was calculated as the percentage of foreign

taxes paid by profitable CFC's compared to their
current pre-tax earnings and profits. This rate may

vary from the statutory tax rate of a given country
because: (1) certain earnings and profits, and the
associated foreign taxes paid, were applicable to
operations in countries other than the country in
which the CFC was incorporated; (2) earnings and

profits were computed according to U.S. tax law and
do not necessarily equal the tax base upon which

the foreign tax was imposed; (3) many countries
taxed various types of income at different rates; and

(4) many countries had progressive tax rates.

During 1984, the most predominant industrial ac-

tivity of active CFC's was manufacturing, comprising

35 percent of the total. CFC's located in Europe and

Latin America were the most likely to be engaged in

manufacturing. For example, in several nations,
more than 40 percent of active CFC's were
predominantly in manufacturing industries. These

included Mexico (64 percent), Spain (50 percent),

Italy (48 percent), France (42 percent) and Japan (40

percent). Among Other Western Hemisphere na-

tions (primarily Bermuda, Bahamas, and the Nether-

lands Antilles), the most common industrial activity

was in the finance, insurance, or real estate category
[10). Specifically, these CFC's comprised 84 per-

cent of the total number of active CFC's in the
Netherlands Antilles, 68 percent in Bermuda, and 34

percent in the Bahamas [11 ].

Generally, the effective tax rate of a foreign country

which had a finance-related majority of CFC's was

low when compared to the rates of those in which

manufacturing was the most common. This has

evolved because certain countries are not particular-

ly attractive as manufacturing sites for economic and

other reasons. In order to encourage U.S. invest-

ment in other business activities (such as finance),

these nations have provided tax incentives and other

enticements to enhance their desirability. For ex-
ample, Bermuda imposed no corporate income tax

and, in the Netherlands Antilles, income was general.
ly subject only to local taxation, which was generally
at a lower rate than that of most countries. Also,
certain countries have entered into tax treaties with
the U.S. which reduce U.S. withholding taxes on
payments to CFC's located in that country. Effective
tax rates remained the highest in certain developing
nations, such as Bolivia (108 percent), Nigeria (76
percent), and Uganda (57 percent). in COntras;t,
Bermuda had an effective tax rate of 6 percent and
the Netherlands Antilles had a rate of 9 percent.

overall, a total of $17.4 billion was paid out in
dividend distributions from CFC's. United Kingdom
CFC's paid the highest amount, $4.8 billion. They
were followed by CFC's located in Canada ($3.5
billion), West Germany ($1.1 billion), and Panama
($.6 billion).

CFC's AND THE ECONOMIC RECOVERY

By 19B4, the U.S. economy had begun its rebound
from the worldwide recession of the early 1980's.
One indication of this recovery was the net income
of U.S. giant corporations that owned CFC's which
rose from $85.7 billion for 1982 to $118.2 biliion for

1984 . This represents an increase of 37.8 percent.
The recovery in other parts of the world, however,

lagged behind that of the United States as indicated

by the change in per capita GNP. By 1984, many of

the industrialized nations had begun experiencin g

higher rates of growth, but most less-develoPOd
nations had not yet responded.
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iFigure B.-Earnings Before Taxes, Total Assets and Rate of Return on Assets of U.S. Corporations and CFC's, 1982 and984
pomn, amounts are in millions Ot dollars)
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. CFC's from certain nations showed extreme fluc-
tuations in rates of return on assets from 1982 to
1984. Included among these were CFC's from
MaXico, whose rate of return moved from from -3.9
percent to 8.7 percent, and the Bahamas, decreas-Ing from 7.0 percent to -1.4 percent. Among thenations showing strong recoveries from 1982 were'roany with whic

'

h the United States is heavily'engaged in trade In Canada, the largest U.S. trad-'Ing-partner, pre-ta~ earnings and profits of CFC'sInCroased 103
'6

percent from 1982 to 1984. Largeincreases in CFC earnings between these two yearswere also achieved in Common Market nations suchali-France (53 7 percent) and the United Kingdom(48.2 Percent)
-
' Profitability of CFC's increased at a111gher rate in regions such as Europe and Oceaniathan II in Latin America, Africa, Asia, and Other-Vill Hemisphere, where there is a higher propor-'50n Of lOss-developed nations. CFC's located in thedwebping countries of the Pacific Rim, such as+11049 Kong and

Si

Overall CFC profitability (as determined by the

ratio of earnings and profits, less deficits, before

taxes to total assets) rose 1.6 percent from 1982 to

1984. Total CFC earnings rose from $36.7 billiOntc

$48.6 billion, a 32.4 percent increase. On average

a CFC earned an 8.2 percent return on assets corn-

pared to 2.3 percent for U.S. parent corporations.

Figure B compares the rates of return for CFC's #OM
anIo511 " C parent cO Pdifferent coumnes as we as - - I

These rates were determined by dividing net incW-. tard,
of parent corporations and pre-tax elarniriv

: total assets 1121profits of CFC S by their resPe- v-
This supports the general trend of CFC's being MW,

,,, siellsi
profitable (as measured by rate of return

ife the'61,011
than their U.S. parents [1 31. uesp

higher rates of profitability for 19B4, the percents
,4 stable 8"

of CFC's reporting deficits remaine
proximately one-third of all active CFC's.

of return -gapore, showed a decline in rate
%,C,s on assets of CFC's from 1982 to 1984.from A4rican nations such as Nigeria andAfrica showedrally s milar declines in profitability.. nations with a greater degree of in-

clustrialization show higher rates of growth than
other nations. One major exception to this should
be noted for West Germany, where CFC's ex-
perienced a decrease in the rate of return on assets
from 6.6 percent for 1982 to 6.3 percent for 1984.

CFC's AND THE MERCHANDISE TRADE
BALANCE

Figure C shows a comparison of transactions
between large U.S. multinational corporations and
their CFC's and the U.S. merchandise trade balance
for 1984. CFC purchases of stock in trade (i.e.,
purchases of merchandise in the ordinary Course of
business) from their U.S. parentgroups totaled $71.1
billion, representing 32.6 percent of all U.S. exports.
Sales of stock in trade from CFC's to U.S. parent
groups equaled $54.9 billion, or 16.8 percent of all
U.S. imports. As in past years, CFC merchandise
transactions with their U.S. parent groups did not
contribute to the U.S. merchandise trade deficit for
1984. Rather, the U.S. parent groups showed a net
surplus of $16.2 billion in trade with their foreign
subsidiaries, which served to limit the overall mer-
chandise trade deficit to $107.8 billion [11 4).
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Figure C.-Purchases and Sales of Stock in Trade Between CFC's and Their U.S. Parent Groups and the U.S. Merchandise
Trade Balance, by Selected Area and Country of Incorporation, 1984

Ilyloney amounts are in millions of dollars]

us "nei Us, --nose

.1c
-_

U.s.
U..,

"_
a-,

I
E-

-P

P

All gedinsishi.... .............. ................. $71.0% su."l6o $16,235 S217,N8

1

9325.726 _81o'.A.

Canada .................... - ........................ .- 20,368 22.005 -1 M7 46.524 56,478 19.9~

Latin A . .. ................................ . ........_ ....... ... 5,532 3.646 I.Elu
26

30 42,Nl 16.an

Brady . . .. . .......... ............ ... ....................... 501 -t 57 2:- 7,621 -4.981. ... . . .. .
m .. . 1,18o

1
166 14 1'.992 18,020 -6,028.........

P-m-............................. ..... .. ......... 2.1124 1,186 1.wa 757 328 4n

Other Asets n H~isahore ............ .... ................ .
'

2~592 7,9M -5364 3, 111 151' - 2 ,

B.hamm 1,244 3586 -2N2
~~S 1

1
1
73

T
-

Bedr.d.... ............................ ...................... . - 1,037 3,923 -2,81115 225 217

E`o"
.............. .................... 30668 11,405 19,263 62,207 73.307 -11.1oo

' :

739
562

2:~11
u

6. 77 8,113
4,069

-2.076

4653N.Ihst.,
1s-11-d- __ - _.......... ..

2 256
2.512 1,541 971 2.50 3.l17

.
-!ZiUns.

lCn9don,................................................. 5.11 5,781 102 12.210 14,492 -54211Ased
~.rdemy............. ................... - . ... .......... 9~828 1,2u 8,564 9.084 16,996 7912

.. ........................... .......... . ....................Ati. 573 651 -78 8827 14.3 55 -55211."s'.

*

112
-21' 9

9a
1

South ~ir.. ......... ............ N3 .2 2(ll 2.265 2.4118
-
223

Adi . ............ - ._ .. .............. ........ . 7,772 5.669 2.1W 64.533 12D 132 _55.,i99

Hong "ng .......... ......... ,.......... 983 592 391 3,062 8266 _520"
:j.p.n .................... ...... 1,982 75Zt 1,229 23,575 57,135 -mw

D.. -~ 2
"

262 2,119 5 7,15 3.558 2,lB7

Ausnal .. ...... ....................... M _227
1

867 4.793 2,675 2,f18

US, Dim,n-t of Comme-, 3,ea, at the Census, HghlqhM 01 U.S. E.P10 add Imend Trade, FT 00. monthly.

Usss ban $500,000
Noe CFC oda mo- imiune only these foreign coqdoet,ord conlelled by U.S comon- win $250 md~h or ore in =1-is

The U.S. merchandise trade account showed in-

creasingly negative figures in the years preceding
1984. For each year since 1976 there was a trade

deficit, although in theyearsfrom 1982to 1984, there

was a sharp rise in the deficit levels. For 1982, the
merchandise trade deficit.was $31.7 billion and by

1984, it had grown to $107.8 billion. A geographic

distribution of the trade numbers for 1984 is shown

in Figure C. As in the past, Canada remained the

largest trading partner of both U.S. parent groups

and the United States as a whole. U.S. parent

groups recorded a $1.6 billion deficit with their

Canadian CFC's, and the overall trade balance

showed a $20 billion deficit with Canada. The largest
U.S. merchandise trade deficit for 1984 was with

Japan, totaling $33.6 billion. U.S. parent groups,

however, reported a $1.2 billion surplus in trade with

their Japanese CFC's. Another region where parent
group deficits were common was in the Other

Western Hemisphere nations. Trade with CFC's in

this area as a whole resulted in a $5.4 billion U.S.
parent group deficit. By comparison, the U.S. mer-

chandise trade deficit with this region was $2.2 billion

in 1984. The parent group deficits are at least partly
attributable to transactions with finance-related

CFC's based in so called "tax-haven" countries.

These nations are attractive conduits for the flow of

capital from a third country into the United States

because of low tax withholding rates on payments, I
toforeign persons and logiveffective income tax rates ',!

on foreign persons operating within the countries.
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RECENT INCORPORATIONS

During 1984, there were 1,086 new CFC's incor-
porated by U.S. giant companies.,This represented
an 8 percent increase over the number of new incor-
porations in 1983, possibly another indication of
recovery from the earlier recession. Figure D shows
the geographic representation of countries of incor-
poration for the CFC's which were incorporated in
1984.

Figure D-1984 CFC Incorporations

[Money amounts are in millions of allars)

W

41) Or (3)

As .goi. .................... "osa $11,098 02

ceres- ~11 ~,111 12

lare~. .. .. I - ~.. I. ....... 62 A89 23

~Vedre,. Hemsrod, ~ 92 3,298
11Bere,.. .... .... .... . -. ................ 45 7~ - 11

Netesnande Anlfl.s .... ...... . 31 861 67

E- ~... . ........ ..... ... ........... 2,832 12
F... . 46 2150 2
Nsns,~,,.... ..... ...... ... .. . ..... . 301 3
Union KM........ . .......... 134 1.432 -2
tMet Ge-i ... , ~ .... .... ..... 49 209 14

Atea- .... .. . . . .... ............. ........... ~5 71 -6
Afa~........ .. .. . ........... ............. . 138 436 _5o

mea Kong 46 lu
-45

jagan
44 139 4

odena_... 39 4M -4

u$ P-.- . ...... 51 1 151 6

CFC a.,. .-n-we only 1hose foreign Codo,-d., controlled or US. cormorde-,
.1h $2W e,1lon or -en total dr-

For CFC's incorporated prior to 1984, the average
asset size was $22.5 million and the rate of return on
assets averaged 8 2 percent. Newly incorporatedCFC's generally have smaller assets and lower rates
of profitability than more well-established com-
parties. This trend continued for CFC's incorporated
in 1984. These companies had an average asset
*6 Of $11 .1 million and a return on assets of lessOW 1 percent. The trend becomes even more"dent when subtracting out finance-related cor-Porations. Then, the average asset size is $5.1ofWMillion and there is a deficit in earnings and profits

million.

European counthr; _s led trie world in attracting
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bulk of the region's numbers in both categories, with
$1.9 billion in assets and $67 million in reported
earnings.

Figure E shows a comparison of CFC's incor-
porated in the last 10 years to the total number of
CFC's. Traditional trading partners, such as
Canada, the United Kingdom and the other Common
Market nations, remain the most prevalent nations
for the establishment of CFC's. Since 1974, how-
ever, there has been rapid growth in countries which
previously had not had large numbers of CFC's. For
example, in the Netherlands Antilles, 76 percent of
the total number of CFC's owned by U.S. giant
companies were established since 1974. The other
three countries which had a majority of their CFC's
incorporated between 1974 and 1984 are Bermuda
(69 percent), Hong Kong (60 percent), and Japan (52
percent). The recent and rapid growth of incorpora-
tions in Japan reflects its rising economic status. In
the other countries listed (Netherlands Antilles, Ber-
muda, and Hong Kong), the predominant industrial
activity of the newly incorporated CFC's was finance
or insurance-related. These nations, because of a
lack of raw materials or for other reasons, are not
suitable for the establishment of a manufacturing-
based economy. Therefore, they have tried to attract
finance or insurance corporations through tax incen-
tives and other concessions. The Deficit Reduction
Act of 1984 exempted most types of interest pay-
ments made to foreign persons from U.S. tax with-
holding . Previously, this withholding could only be
reduced or eliminated through the use of a tax treaty
115].

SUMMARY

preControlled Foreign Corporations remained the
dominant vehicle for large U.S. multinational cor-

porations to conduct international operations in
1984. There were over 1,1100 U.S. corporations con-
trolling over 27,000 CFC's. These foreign sub-
sidiaries generated pre-tax earnings and profits of
$49 billion on receipts of $625 billion. U.S.
shareholders received $12 billion in dividend pay-
ments from CFC's.

Countries of incorporation spanned the globe but
traditional U.S. trading partners such as Canada, the
United Kingdom, and West Germany continued to
be the most dominant. However, since 1975, several
nations such as the Netherlands Antilles, Bermuda,
Japan, and Hong Kong witnessed a rapid rise in the
number of CFC incorporations.
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Figure E.-All Controlled Foreign Corporations Compared to Controlled Foreign Corporations Incorporated After 1974:

Number and Total Assets, by Selected Country of Incorporation, 1984
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in the aggregate, CFC's tended to have higher
profit margins than their U.S. parent corporations.
CFC's achieved an 8.2 percent rate of return on

assets while the comparable rate for U.S. parent

corporations was 2.3 percent. Both of these figures

reflected marked improvements over their 1982

levels. This is perhaps a sign of recovery from the

recession which plagued the early 1 980's.

Although the U.S. merchandise trade deficit ex-

ceeded $107.9 billion for 1984, transactions between
U.S. affiliated groups and their CFC's resulted in a

U.S. trade surplus of $16.2 billion. These transac-

tions accounted for nearly 33 percent of total U.S.

exports and nearly 17 percent of total U.S. imports
in 1984. Canada remained the largest U.S. trading

partner and Canadian CFC's maintained the highest
volume of transactions with U.S. parent corporations

and their affiliates.

DATA SOURCES AND LIMITATIONS

The statistics in this article were derived from all
U.S. corporation income tax returns with total assets
of $250 million or more and with accounting periods
ended July 1984 through June 1985, and from at-
tached Form(s) 5471, information Return with
Respect to a Foreign Corporation. This form
replaced Form 2952, Information Return with
Respect to Controlled Foreign Corporations, in
1983. Only a handful of Forms 2952 were filed for
Income Year 1984 and are included in the data.

Sampling variability was not originally a factor in
this study, since returns were selected at a rate of
100 percent and thus equaled the complete popula-
tion. However, certain taxpayers did not provide the.
necessary information or provided only partial int&-
mation for some CFC's. These CFC's (approximate.
ly 1,500 corporations) are not included in the data
presented here and no attempt was made to weight
the sample to adjust for them. For purposes of this
article, the sample was considered to be the popula.
tion (see footnote 3).

Not all of the information regarding CFC transac-

tions (e.g., transactions with "unrelated" parties)-6

available from Statistics of Income data, However, IN
total business receipts, earnings and profits, foreign

taxes and transactions between CFC t
parties (U.S. parent corporations and their donnOul,
and other foreign subsidiaries) are reported ail

of the parent corporation's U.S. income tax lettJM,
and are included in this article.

Controlled Foreign Corporations we're required.t
I : r oration and PC

identify both their counLry o n- p In.soll; I I IF 1, siness on Forms 54 f I -c pa p ace . .
instances, a CFC's principal place of business

In A
fered from its country of incorporation,

I
.

of incorporatiOn and
cases, a 31-C s coun - y

the same, but the
cipal place of business we' 0 business
conducted a significant portion of its , countr
tivities outside this country. e Cr-
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incorporation and principal place of business were
the same in more than 95 percent of all instances.
As the statistics in this article are primarily classified
by 1he CFC's country of incorporation, there is an
undetermined amount of receipts, earnings, taxes,
and transactions which are actually attributable to a
country other than the country of incorporation. Ad-
ditionally, the term "country" as used in this article
includes not only countries, but also other, separate
taxation authorities, such as U.S. possessions.

Controlled Foreign Corporations were classified
by their principal business activity as reported on
Form 5471. As such, certain receipts, profits, and
transaction items may have been related to secon-
dary business activities. It is not possible to measure
the extent of these secondary operations.

When U.S. corporations filed consolidated Forms
5471 with aggregated data for several foreign com-
panies, follow-up requests were made in cases
where large money amounts were reported in an
attempt to obtain the CFC information on a disag-
gregated basis. More than 75 percent of these
requests were successful. Where no information
was received, the data were left consolidated under
the country in which it was originally reported. Less
than 1 percent of the CFC's included in the statistics
reported contain financial information for a con-
Soliclated group of CFC's.

In some cases, sufficient detail was not provided
to indicate by whom the CFC was directly controlled
(I.e., by a domestic corporation or a foreign affiliate
Of the U.S. parent corporation). This was resolved
-by'using the transactions they reported with related
corporations to determine the recipient of any
dividends. If this information was not conclusive, a
'PrOVIOUS-year record of the CFC or other reference
'material was used to determine the ownership.

The 1984 data are based on returns filed by U
-
S

corporations with full-year accounting periods en-ding-between July 1984 and June 1985. Generally,T1111"t-year returns were deleted from the sample to4vold double counting Of financial data. Accordingf04FIS regulations, a U-S. corporation had to submitafOrm 5471 for any Controlled Foreign Corporation
accounting Period ending with or within theParent's accounting period Therefore, CFCing Periods may have ended as early asIlitNult 1283 lanq

-4 , Mus, began in September 1982)f-asiate as June 1 -
aff 000ur in Calenci

Uzi' However, most CFC activity
k, ar -ar 1984.
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EXPLANATION OF SELECTED TERMS

Business Receipts of Controlled Foreign Corpora-
tions-Business receipts were, in general, gross
receipts or gross sales less returns and allowances
reported for CFC's on Forms 5471. In the finance,
insurance, and real estate industries, business
receipts were generally the total income or receipts
of the CFC and may have included other types of
income such as interest, rents, royalties and other
investment income. This definition differs from that
used for the business receipts statistics for domestic
corporations which generally excludes investment
income.

Current Earnings and Profits of Controlled Foreign
Corporations. --This item represents the difference
between the accumulated beginning and ending
year balances of earnings and profits available for
distribution to the stockholders. In this report, pre-
tax current earnings and profits are shown. For Form
5471 purposes, the earnings and profits reported for
a foreign corporation had to be calculated underW.S.
accounting standards, as required by Internal
Revenue regulations.

Distributions of Controlled Foreign Corpora-
tions-The distributions of CFC's consisted mostly
of dividends. Liquidating dividends may have also
been included. Capital gain distributions, and dis-
tributions paid out of capital (including capital stock,
paid-in capital, and capital surplus) were generally
not included.

Foreign Income Taxes Paid by Controlled Foreign
Corporations. --These were foreign income, war
profits, and excess profits taxes paid or accrued by
CFC's to foreign countries or U.S. possessions (in-
cluding Puerto Rico). Also included were taxes im-
posed by other countries (including the United
States) in cases in which the CFC had business
operations in countries other than the one in which
it was incorporated.

Inactive Controlled Foreign Corporations- Inac-
tive Controlled Foreign Corporations were those that
reported no income, deductions, or foreign income
taxes paid, but which may have reported dividends
paid out of prior-year earnings and profits. These
dividends, plus the total assets of these CFC's, are
included in the statistics.

Related Persons of Controlled Foreign Corpora-
tions.-Five categories of related persons of CFC's
were shown on Forms 5471 for the purpose of
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reporting transactions. They were the U.S. corpora-
tion filing the return, a domestic corporation control-
led by the U.S. corporation filing the return, a foreign
corporation controlled by the U.S. corporation filing
the return, a I 0-percent-or-more U.S. shareholder of
the CFC (other than the controlling shareholder),
and a 10-percent-or-more U.S. shareholder of the
U.S. corporation filing the return.

Sales (and Purchases) of Stock in Trade.-These
were sales (and purchases) of merchandise in the
ordinary course of trade or business.

Subpart F Income-Subpart F provisions of the
Internal Revenue Service Code (section 952) allowed
the United States to tax U.S. shareholders on certain
types of CFC income. These earnings, although
undistributed to shareholders, were deemed to have
been distributed and were thereby taxable currently,
generally at the same rate(s) as dividends. Subpart
F income included the following for 1984: income
derived from the insurance of U.S. risks; international
boycott participation income; illegal bribes, kick-
backs, or other payments to a government official;
and "foreign base company income" (i.e., income
from a foreign Personal Holding Company and cer-
tain types of sales, service, shipping and oil-related
income from a foreign base company). Also in-
cludible as income from CFC's were amounts of
previously excluded Subpart F income meeting cer-
tain criteria and increases in foreign corporations'
earnings invested in U.S. property.

Tax Haven Countries. --Countries having tax and
secrecy laws favorable to foreign individuals and
organizations are generally considered to be tax
havens. They attempt to attract foreign investors by
offering taxation lower than that imposed by the
investor's own country or by other foreign countries.
The tax haven country typically benefits by collecting
certain fees or by imposing taxes at a low rate.

Transactions of Controlled Foreign Corpora-
tions-Controlled Foreign Corporation transactions
were reported on Forms 5471 for five categories of
related persons (described previously under "Re-

lated Persons of Controlled Foreign Corporations")
which dealt with the CFC's. The transactions shown
include receipts and payments for such items as
stock in trade, dividends, rents and royalties, com-
missions, services rendered, interest, insurance
premiums, and property rights.

U.S. Affiliated Groups-The U.S. parent corpora.
tion and all of its wholly-owned domestic sub.

sidiaries included in the filing of a consolidated U.S.
income tax return.

I

U.S. Parent Merchandise Trade Balance-This is
the relationship between CFC purchases Of stock in
trade from U.S. parent groups (exports) and CFC
sales of stock in trade to their U.S. Parent groups
(imports). The excess of exports over imports results
in a surplus, while the excess of imports over exports
results in a deficit. For 1984, U.S parent groups
realized a $16.2 billion surplus with respect to mer.
chandise trade with their CFC's.

U.S. Merchandise Trade Balance.-This is the
relationship between total U.S. merchandise exports
and total U.S. merchandise imports. An excess of
exports results in a surplus and an excess of imports
results in a deficit. The United States realized a
merchandise trade deficit of $107.8 billion for 1984.
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Table J .-U.S . Corporation Returns with Total Assets of $250 Million or More
: Controlled Foreign Corporation Total Assets,

Receipts, Earnings, Taxes, Distributions, and Subpart F income, by Selected Country of Incorporation and Selecte d

industry of Controlled Foreign Corporation
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Table 1 .-U.S . Corporation Returns with Total Assets of $250 Million or More : Controlled Foreign Corporation Total Assets,
Receipts, Earnings, Taxes, Distributions, and Subpart F Income, by Selected Country of Incorporation and Selected
Industry of Controlled Foreign Corporation-Continued
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Table 2 .-Number of U . S . Corporation Returns with Total Assets of $250 Million or More : Number, Total Assets, Receipts,
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Controlled Foreign Corporations, 1986

By Margaret P. Lewisr`

For 1986, the 7,500 largest foreign corporations (con-
trolled foreign corporations or CFC's) controlled by large
u.S. multinational firms held $740 billion in assets and
generated business receipts and net after tax profits of
$590 billion and $38 billion, respectively [I] .

These CFC's were incorporated in over 100 different
countries . However. twenty countries accounted for 82
percent of the 7,500 CFC's . See Figure A . Almost one-
half of the 7,500 CFC's were incorporated in Europe. Only
13 percent were incorporated in Latin America .

Figure A-Distribution of 7,500 Largest CFC's, by Selected
Country of Incorporation, 198 6
(money amounts are in billions of dollars)

Number

of CFC's

Business
receipts

Selected country of

incorporatio n

Ah ."a
United Nhgd.m.... ..... .... ... .... ....

.... ..... ... .... ....

.. .... ..... .... ....

Methods
- ... ..... .... ....

has Adtl3ec.... .... .... .....

South Africa,ousel..
. ....... ....... ...... .... ..... ... ..

7,500

1.058
840
512

447
338

332
321
311
279

250

225
205

1 95
177

1 56

1 501
45

89
88
81

$590

97
103
69

41
24
27

18
10
21

7

22
15

28
11

7
7

6
2

53

t Alrl 45 percent of hI

I rillufacturing activities -e
U s were engaged in

taxes . Although manufacturing CFC's held only 36 per-
r cent of all assets, they generated 61 percent of business
eceipts and 53 percent of net earnings and profits after

taxes .

This article is based on the 7,500 largest CFC's (as
determined by asset size) owned by U .S. multinational
corporations having $500 million or more in assets 12) .
Previous CFC statistics were based on all CFC's control-
led by the large multinationals but it is estimated that these
7,500 CFC's account for more than 90 percent o~jhe
business activity of all CFC's controlled by large U .S .
multinational corporations . See Figure B for a 1984 com-
parison .

Figure B-C!"C's with Assets of $10 Million or More Compared to
Ail CFC's Owned by Large U .S. Multinational Corporations, 1984
[money amourms are in buttons of dollars]

Item AJ I
CFC's

CFC's 14th .-ta

of $10 million

or more

7

P.-mag.

of oil

CFC's

(1) (2) (3)

N

Number of CFC's I/ . .... .... .. .... .... 27,008 5 .927 22%
Assets... ... ... .... .... ... .... .... ... ... .... .... $595 S562 94
Business receipts. .... .... ... .... ... .... .. 625 573 92
Earnings and profits
before Woms.. .... .... .... ... .... ... .... .. 49 46 94

11-gh s,
~

20 93
ol,ft 17 1 :1 92Subpart F Income.. .... .... .... ... ... .... 1 4 4 9 3

I/ Includes only those foreign corporations ::~~OTPOmflmnwith $250 million or more in ., ..a. a

BACKGROUND

anglacled i w e another 25 percent were Prior to World War 11 relativel few U QI . . corpora, ons
These 1 n linance, insurance or real estate activities . had operations outside of the United States 13) . Those
O"eral'ttel CFC's held 44 percent of all assets and corporations that did look to other countries for expansion. ed 21 percent of

,

net earnings and profits after turned mostly to Europe and Canada as stable areas i n

,9.F0ter11_1nn_1R~1eturns Analysis Section
. Prepared under the direction of Chris R . Carson, Chief . 205

. ~~ I ,



206
Controlled Foreign iorpul cluu, -s a -

which to operate . After World War 11, U .S . corporations

were encouraged politically, through programs clike the
Marshall Plan, and economically, through various onces-

sions by foreign countries, to expand their operations

overseas. The Marshall Plan provided economic aid to
countries recovering from the impact of World War II . The

Plan also encouraged U.S. businessesto participate inthe

economic recovery of Europe. Many foreign countries, in

an attempt to attract U .S. operations and dollars, offered
very favorable investment climates including low taxes,
ease of incorporation, and various other concessions [4] .

U .S . corporations began their move overseas, usually

by establishing a foreign market for exported goods and
through foreign investment. Once these were estab-

lished, the U .S . corporation might form a branch operation

by establishing a place of business in the foreign country

or by creating or purchasing a subsidiary incorporated in

the foreign country .

Public Law 86-780 was enacted in 1960 to obtain infor-

mation on the foreign subsidiaries of U .S . corporations .

This law required a U .S . corporation to furnish, as part of
its income tax return, information on any foreign corpora-

tion it directly controlled (i.e .,Itier-one* subsidiaries) and

on any foreign corporations controlled by these directly

controlled foreign corporations (i .e ., 'tier-two" sub-

sidiaries) . Control was defined as direct or indirect owner-

ship of more than 50 percent of the combined voting

power of all classes of stock, or more than 50 percent of

the total value of all shares of stock by a single shareholder

during the foreign corporation's taxable year .

These foreign activities of U .S . corporations were

precipitated by many factors . Some companies went

overseas to move their operations closer to resources,
others looked for cheaper labor and other costs, and
many were attracted by favorable tax considerations and
investment incentives, Still others moved to be closer to

their market . Since the unrepatriated earnings and profits
of a foreign subsidiary were not subject to U .S. income

tax, where the foreign taxes were lower than U .S . taxes,

this was an impelling reason for U.S. corporations to form

overseas subsidiaries that enjoyed legal status as a rest . -

dent corporation in the foreign country . The earnings and

profits of the CFC were protected from U .S . taxation until

they were repatriated in the form of dividends to the U .S .

parent . U .S. taxes could be avoided by delaying a dis-

tribution until such a time as it could be offset by a parent

corporation's losses or excess foreign tax credits . U .S .

taxes could also be lowered on repatriated earnings, for

I Controlled Foreign Corporations, 198 6

example, through an ordinary taxable liquidation, sale, or

exchange of assets of the CFC . In this case, the U .S,
parent company would pay tax at the lower capital gains

rate 151 .

The Revenue Act of 1962 reduced this tax deferral by
requiring the current taxation of certain unrepatriated

profits of a foreign subsidiary through the addition of
Subpart F to the Internal Revenue Code, The types of
income that were then currently taxable by the United
States were referred to as "Subpart F income" and in-
cluded income from the insurance of U .S . risks, 'passive-
types of income in general, and income derived from
certain types of sales and services 161 . In addition, the

1962 legislation restricted the conversion of tax-deferred
accumulated earnings and profits into capital gains, thus
preventing regular income from being taxed at the lower

capital gains rate.

The 1962 Act also redefined the term Controlled

Foreign Corporation . In general, after the act, a foreign
corporation was considered controlled if more than 50
percent of the voting stock of the foreign corporation was

owned by U .S . shareholders for 30 days or more of the

foreign corporation's taxable year and a U .S . shareholder

was defined as a U.S. person who had at least a 10 percent

interest. All such foreign corporations' undistributed
earnings and profits, to the extent such earnings and
profits represented Subpart F income (see the' .Explana-

tion of Selected Terms' section at the end of this article), I
were subject to taxation through their U.S . shareholders.

The 1962 legislation also expanded the filing require .

ments for CFC's to include all lower-tier foreign corpora-
tions controlled, through other foreign subsidiaries, by a

U .S . corporation [7] .

The Tax Reduction Act of 1975 expanded the definition

of Subpart F income . An exception permitting tax clefOrd
of a portion of Subpart F income reinvested in tax-defined
-less-developed countries' was repealed for CFC's with
accounting periods beginning in 1976 and thereafter,

Also, before the 1975 Act, income was not treated 8S

Subpart F if it accounted for 30 percent or less of a CFC's

gross income . This percentage was reduced to
I O pel*

cent, limiting the amount of income that could avoid treat,

ment under Subpart F . Finally, some types
of shipping

income received by foreign subsidiaries
of U .S. corpon,

tions, which were previously excluded from Subpart
F

income, were now included
. Asa result of these and0th"

were reduced,
actions, the tax deferral privileges of CFC' s

but not entirely eliminated .

Several amendments to the Internal Revenue Code
redefined Subpar~F income 18] . For a full explanation of
Subpart F, see 'Explanation of Selected Terms .'

CFC ACTIVITY BY COUNTRY OF
INCORPORATIO N

For both `1984 and 1986, more than one-half ofthe large
CFC's were incorporated in Europe and Canada f9j . The
United Kingdom, West Germany and Canadawere homes

to almost one-third of the 7,500 CFC's . ThesesameCFC's

generated 46 percent of all business receipts, held 44
percent of assets, and paid 50 percent of foreign income
taxes.

One-half of ail Canadian CFC's were manufacturers
and held 45 percent of assets, generated 74 percent of
business receipts, and 67 percent of earnings and profits
beforetaxes . West German CFC's tended to be manufac-
turers also. Manufacturing CFC's in West Germany held
56 percentof assets, and generated 73 percentof receipts
and 75 percent of earnings and profits before taxes .

Inthe United Kingdom, percentages for manufacturing
CFC's were somewhat lower than in Canada and West

It
Germany . Manufacturing CFC's in the United Kingdom
eld 28 percent of assets, and earned 61 percent of

receipts and 38 percent of earnings and profits before
taxes.

In Countries outside of Europe and Canada, where
large numbers of CFC's were incorporated, manufactur-
Ing CFC's were less common . In Bermuda and the
Netherlands Antilles, finance, insurance and real estate
CFC's dominated . Finance-related CFC's accounted for79 and 93 percent of all CFC's in Bermuda and the
Netherlands Antilles, respectively .

In African countries there was a more even distribution
'If CFC's and their business activities among various
industries than in other areas . Manufacturing CFC's ac-Counted for 32 percent, transportation for 22 percent and
*hoiesale and retail trade accounted for another 23 per-IBnt Of African CFC's .

The 5,850 CFC,s reporting profits paid $19 billion offoreign income tax on $63 billion of pre-tax earnings and
Profits lusulling in an effective tax rate of 31 percent The
ralefor a given country may have varied from the statutorytillc rate because : (1) certain earnings and profits, and theassociated

foreign taxes paid, were applicable to income

207

from operations in countries other than the country in
which the CFC was incorporated ; (2) earnings and profits
were computed according to U .S . tax law and do not
necessarily equal the tax base upon which the foreign tax
was imposed ; (3) many countries taxed various types of
income at different rates ; and (4) many countries had
progressive tax rates.

As shown in Figure C, Other Western Hemisphere
countries had the lowest effective tax rate (8 percent) [101 .
These countries had a high proportion of finance, in-
surance and real estate CFC's which, as an industrial
group, had the lowest effective tax rate, 14 percent, for all
countries . These rates are low because U.S . corporations
tend to establish financial CFC's in favorable tax climates
such as the Cayman Islands, Bermuda, Netherlands An-
tilles and others . Other countries with low effective tax
rates were Saudi Arabia (1 percent), Liberia (2 percent),
Ireland (4 percent), Singapore (5 percent), Panama Q
percent), and Switzerland (12 percent) .

Figure C .--Effective Tax Rates of 7-100 Largest CFC's . by
Country of Incorporation, 1986
[Money amounts are in mllilons of dollars]

Country or
g .-graphl. m.

Earnings and
profits

before tao,s,

Foreign
income

Effect
tax

rate

(1) (2) (3 )

Ali 9-gnaphl . ar. ... ... .... ... . $62.

117

$19, 31 %
cimad .. .... .... ... ... .... .... ... .... ... .... s.296

3

470 37

Latin Airedca. .... .... ... .... .... ... ... .. 6.372 1 .309 22
Brazil . .... .... ... ... .... .... ... .... ... .... 2.911 856 29
Panama.. .... ... .... .... ... ... .... .... ... 1 .550 105 7

Other Western Hemisphere 4.140 338 a
Bermuda ... .... .... ... ... .... .... ... ... .. 1 .737 56 3
Netherlands Antilles. ... .... ... .... 1 .751 158 9

Europe . . .... .... .. .... .... .... ... .... ... .... 33 .066 10,751 3 3
France. ... .... ... ... .... .... ... .... ... .... 2,967 1,185 40
Ireland.. .... ... .... ... .... .... ... ... .... ..

555

24 4
Italy .... .... .. .... .... .... ... .... ... .... ... . 2

.942 1

.055 36
Netherlands .... ... ..

. .. ** .... .. .... ...
2,692 435 16

SW-Mand. ... .... ... .... ... .... ... .... 2391 281 1
United lUngdom 10:885

3,
564 33

West Germany.. 5.851 2.547 45

Afric. .... ... ... .... .... ...

.... .... ... ... ... ..
1,394 361 25

Uberle. ... ... .... .... .... .... ... ... .... ... 337 6 2
South Aftl ca.. .... .... ... .... ... .... ... . 357 96 27

A.i. ... .... .... ... .... ... .... .... ... .... ... ... 6 .331 2.245 35
Hong Kong.. .... .. .... .... .... ... .. _ 1 .038 150 1 4
J.pah .... ... .... .... ... .... .... ... ... .... . 2 .947 1 .492 51
Saudi Arabia... ... .... .... .... ... ... .. 19 1
Singapore.. .... .... ... .

.

786 38 5

Oceania.. ... ... .... .... .... .. 1 e. 513 30
A,

1:

689 I

-Less than $500,DOO.

CFC ACTIVITY BY INDUSTR Y

Larger CFC's were more likely to be involved i n
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manufacturing or financial activities than were smaller
CFC's. For 1986, 4S, percent of the 7,500 CFC's reported
manufacturing as their main activity and 25 percent were
primarily engaged in finance, insurance or real estate
activities . See Figure D .

Figure D
Industrial ACtivitY of All and 7,500

Largest CFC's, 198 6

All

Other s
8%

Since the 7,500 largest CFC's are defined based on
asset size it is consistent that the majority of the CFC's are
involved in business activities that historicall~ require
larger as~ets. Manufacturing and finance CFC's held 80
percent of all assets of the 7,500 largest CFC's in 1986
while in 1984 CFC's in these two industrial divisions held
75 percent of assets of all CFC's controlled by large U .S,
multinational corporations .

Although manufacturing and finance CFC's held a

majority of the 7,500 CFC's assets, they were, on average I
not the most profitable CFC's . Profitability of CFC's (as

measured by rate of return on assets) averaged 7 .6 per.

cent for 1986 111] . The most profitable CFC's were in .

volved in mining activities and had a return on assets of

13.3 percent . The least profitable CFC's were in finance.

insurance and real estate with only a 2.9 percent return.

These rankings are consistent with data from 1984 for all

CFC's .

The rates of return on assets for large U .S . corporations
varied greatly from those of large CFC's as illustrated in
Figure E . Large U .S . multinational corporations that con-
trolled the 7,500 CFC's had only a 1 .7 percent combined

return on assets . The most profitable U .S . corporations
were those whose major business activity was agriculture,
forestry and fishing, with a return on assets of 9.5 percent
CFC's involved in agriculture, forestry and fishing have
become almost as profitable as their U .S. counterparls

after experiencing large losses in 1982 and sloriall prolis

in 1984 . The large losses were incurred by Liberian CFVs

octeratinn rubber plantations to supply the motor vehi&

controlled Foreign Corporations, 1986

Figure E-Relative Return on Assets of Large U.S. Multinational
corporations and Their CFC's, by Silliectilid Industry, 1986 11

Selected Industry

Al industries 3/ ... ..... .... .... ... ....... .... ... .... .... .

Agriculture, forestry and fishing .... ... .... .... .... ..

Metal miling.... ..... .... .... ... .... .... .... .... ... .... .... .
oil and gas extraction.. ... .... .... .... .... ... .... .... .

Construction... ..... ..... .... .... .... ... .... .... .... ... .... .... .

manufacturing.... ..... ..... ... .... .... .... .... ... .... .... .... ..

Food and kindred products.. .... ... .... .... ... ....

APp.ral and One, textile Product ... .... ... ... .

paper and allied Products. ... .... .... .... .... ... ....
Printing and publishing ... .... .... .. .... .... .... .... ..
Chemicals and allied pir,ducts.. .... .... .... ... ...

PeUoi'um (Including Integrated)
ame coal products.. .... .... ... .... .... _. .... ... ....

Rubber and miscellaneous
plastic or duds ..... .... ... .... .... .... .... .... ... ....

Stone. clay and glass products .... .... .... .... ..
plenary metal industries . .... ... .... .... .... -

Fabricated metal products.. ... ..... ... .... .... .... .
Machinery. except electreal .... .... .... .... .... ... .

Bectric" and electronic equipment .. .... ... ...
Motor vehicles and equipment .. ... ..... .... .... .
losturnents .. related Prd .cfa.. .... .... ... ..

Transportation and Public WAItIls .... .... .... ... ...
, Water transportation.. ..... ....

Wholonale and retail trade. .... .... ... ..... .... .... ....

Finland . Insurance and lea) astala .. .... .... ... ...

. Credit agencies other than banks .... ..... ... ...

Holding and Other In,oatm.ni companies
pi bank holding companies, . .... .... ....

Return on assets

U.S.
corporation s

1.7%

9.5

_(L9
-0.8
-1 .5

-0 .9

3 .2

3.4
1 .6
5.0

11 .2
6.5

2.3

2/

CFC's

7.6%

8.1

13.2
8.1

13.9

8 .4

11,9
15,310

.2
11.4
13

.61 3.5

13.5

3 .2
6 .6
0 .3
2 .9
4.1
3.1
1.5
0. 8

1 .5
-8.0

2.4

0.7

0 .4

0 .5
1.4
1. 8

-0.4

1 .8

7.9
11 .5
-2 .6
9 .9

167
10~1
6 .3
9 .4

2.9
1 .3
2.2
3 .7
2 .7

5 .6

6.6

11 U.S. Parent corporations and CFC's - separately classified by the
_ftaftry that generated In . greale, Portion of then total receipts ,

21 The CFC return on assets Is the ratio Of pre-tax earnings and profit
"Up "affis. The U.S- return -I easels Is the ratio of net Income (less 5 to

"'i before tax to total --Its. See Pa. footnote 11 at the end of IN.

-3f "dudes CFC's "Ise nature If business -I net allocable by industry.

affiliates) resulted in a net surplus Of $14 billion for 1986,
as shown in Figure G - CFC Purchases Of Stock in trade
(1-0., Purchases Of Merchandise in the ordinary course of
business) totalled $61 billion While sales Of stock in tradeto the U.S . Parent groups was $47 billion. Incontrast,thevs,

merchandise trade deficit (Imports in excess of ex .
Parts) was $1

Sr3nebri

cll

hioannd1lis2e] . I rade d efi cit with J apan grew'4MO~"$USeSsbuirliPilouns,eus

.Sw
.eprarreenptogrOups still reported a $1 billion141111dAesthelpl.uSs

. with their large Japanese CFC's La

.

rgert

ed by U .S . parent groups andlb* CFC's
in Europe while large deficits between U .S .

'
"Mnt groups and their CFC's were reported with Other
'~*em 110misphere nations, namely Bermuda. The U.S."", " groups t r

industry. These CFC's are no longer operational OtiIIII
relatively small and so are not included among the 7,500, .-

CFC's. Thus, the CFC's in agriculture, forestry and fishiril

industries have become more profitable .

Asian countries appear to be profitable arenas for
operation as seen in Figure F . CFC's in Japan and Sir, .

gapore had an average return of 14.1 and 11 .3 percent

respectively . These countries have a high concentrStIon
arally 1110161'.

of manufacturing CFC's which are gen ,

profitable than average . Certain Western Hernisiphare
I -s Antilles, had a Ioffe~t',countries, such as the lm,ethera intent"

than average rate of return due mainly to the
high Ps

age of financial CFC's located there.

CIFC'S AND THE MERCHANDISE TRADE

BALANC E

Transactions between the 71500 CFc,s and th8J'

parent groups (the U.S. corporation and its doll
. BOB with their CFC's in this latter region

Figure F-Relative Return on Assets of 7,500 Largest CFC's,
by Selected Country of Incoriparation, 1996

Selected country of incorporation

U .S. ccurpicastions... .... ....... ... ... .... .... _.. ... .... .... .... ... .

7150D Wu-.t CF;C1... .... .... ... ... .... .... ... .... .... .... ... .... .

Contacts.

Latin America.
Bra7JI... .... .... .. .... .... .... ... .... ... .... ... .... .... .... ... .... ... .... ...
mettlco. .... .... .. .... .... .... ... .... ... .... ... ... ..... .... .... ... ... .... ...
P ams It.... .... ... ... .... .... ... .... .... ... ... .... .... .... .... ... ... .... ...

Other Western Hemisphere. ... .... ... .... .... ... .... ... .... .... ..
Boah.ntI ... .... .. .... .... .... .... ... ... .... ... .... .... .... ... ... .... .... ..
Bermuda. ... .... ... .... ... .... .... .... ... ... .... .... .... ... .... ... .... ... .
Netherlands Antilles... .... ... ... .... ... .... ... .... .... ... ... .... ...

Europe. ... .... ... ... .... ... ..... ... ... .... .... .. .... .... .... .. . ... .... ... ...
France... ... .... ... ... .... .... .... ... .... ... .. ..
Italy.

-~'* * .... ... . . * *'*"*** * * * *N.lh'.'Zn . ... .... ... .... .... ... .... ... .... ... .... .... .... .... ... ... ..
St,fteriond.. ... ... .... .... ... .... .... ... ... .... .... .... .... ... ... .... ...
United KJngdom .... ... .... .... .... .. .... .. ... .... ...
West Germany. ... .... .... ... ... .... ... .... ... .... ... . ... .... ... ... ..

Aid . .

.

.. .... ... ... .... .... ... .... .... ... ... ....
South AtriPat ... ... .... ... .... .... .... ... ... .... .... .... ... .... .... ... ...

Asia.. .... .... .... ... ... .... ... .... .... ... .... ... ... .... ...
. .... ..Hong Kong .... ... ... .... .... .... .... ... ... .... .... ... .... .... ... ... .... .

J.,pern.. ... .... ... .... ... .... .... ... .... ... .... ... ..... ... .... .... ... ... .... .
5ingapore. .... ... ... .... ... .. .... ... ...

Oceanla... .... ... .... ... .... ... .... .... .... ... ... .... .... .... ... .... ... .... ...
Australia-

20 9

Return on assets 1 /

1.7%
7.6
7.8

8.2
12.5

2.5
6.8

4 .0
5.7
5 .5
310

7.9
8 .7
9.1
8.6
8.0
6.7
8.5

6.6
10.1

11 .1
5 .7

14 .1
11 .3

5 .8
5.7

11 The CFC return on assets Is the ratio of pre-tax earnings and profits to
total assets . The U.S. return on ..sets Is the ratio of net income (less deficit)
before M to total -oba. See I .. footnote 11 at the end Of this Met..

resulted in a $1 .4 billion deficit . This deficit can be at-
tributed to transactions with finance-related CFC's based
in tax-haven countries. These nations are attractive con-
dUunlittsedforSttahteestlobwecoafucsaepitofailtorwomtaa twhitrdticoolduintgryriantteosthne

payments to foreign persons and low effective income tax
rates on foreign entities operating within the countries .

Differences in the preparation of the statistics in Figure
G should be recognized . The U .S . Bureau of the Census
data credit U .S . imports to the country of origin while CFC
sales are based on the CFC's country of incorporation .
This could explain why Panamanian CFC's for example,
reported $651 million in sales to U .S. parent groups and
only $366 million is reflected in Census Oata for imports
from Panama. In this instance, perhaps a shipping com-
pany incorporated in Panama carried cargo from a third
country into the United States. CFC data would credit the
sales to Panama while the Census data would report them
under the country of origin . Also, Census data are for the
Calendar Year 1986 ; CFC data, on the other hand, reflect
business activities for parent corporations whose ac-
counting periods ended between July 1986 and June
1987 and those CFC's which had accounting periods
ending therein . However, most CFC activity did occur in
1986 .
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Figure G-Purchams and Sales of Stock In Trade Between 7,500 Largest CFC's and Their Parent Groups and the U.S. Merchandise Trade
Balance, by Selected Area and Country of Incorporation, 1986

[money amounts are in millions of dollars]

.U.S. parent group merchandise trade balance U .S . merchandise trade alance it

country or CFC p chases CFC sales to urplus
_

geographic area
from

U .S . parent U.S. parent
r

,pona mports ra.
,r

grow (e)pons) group (imports) deficit efc a

(1) (2) (3) 4) 5 )

AD geographic wass.. .... ... .... .... ... .... ... .... ... $60,644 W.750 13,894 217.3114 369.961
-1 . fi-11

Canada. ... .... ..... .... ... .... .... ... ..... ... .... .... .... .... ... .. 22.731 23,666 935 5 .333 11 .253 2,920
I.Atin Am rim ... .... .... .... ... .... .... .... .... ... .... .... .... 4,953 3,042 X1 7-968 9.541 11 .573

Bra7JI.... .... .... ... .... .... .... .... ... .... ... 677 705 108 ,8M .813 2,92 8
MeAco.. ... .... .... ... .... .... .... .... ... .. 3,124 1,038 .086 2.392 7,30

1
,9io

P...... .... ... .... .... .... .... ... .... .... .... .... ... .... ... 356 651 295 11 S 45
Other Western Hemisphere... .... .... ... .... ... .... ... 1,544 2 .96' 1 .416 ,110 .4D8 02

a. me ... ..... .... ... ... ..... ... .... .... ... ..... ... ... .... ... 563 173 0 61 42 19
Bwmud& .. .... .... .... ... .... .... .... .... ... .... .... .... .... . 968 2 .659

1
.691 36 6 30

Netherlands Antilles... ... .... .... .... .... ... .... .... .... 13 128 115 90 71 73
Europe . .. .... ... .... .... .... .... ... .... .... .... .... ... .... ... .... . 22 .109 8,469 3,720 3 .631 1,826 211 .195
Fran a. .... ... .... .... .... .... ... .... .... .... .... ... .... .... ... . 2 .377 984 .393 .216 0 .129 2 .913
Italy ... .... .... .... .... .... ... .... .... .... ... .... .... .... .... ... .. 1 .894 434 ,460 ,838 0 .607 -5 .769
Netherlands. ... .... ... .... ... .... .... .... .... ... .... .... .... 1,847 40 ."o .W 066 ,782
Swftze land ..... ... .... ... .... .... .... .... ... .... .... .... .... . 2 .594 662 ,932 .97 :253 2,276 .
United lgngd in .. .... .... .... ... .... .... .... .... ... .... ... 4 .389 3 .771

18
1,418 5396 3 .978

West Germany... ... .... ... .... .... .... ... .... .... .... .... . 6 .333 955 .378 0 .561 5 :124 14 .563

Aftl. .... .... .... .... .... .... .... ... ... .... .... .... ... .... .... .... 258 630 372 ,978 a .ma 4.370
Ulperle.. .... .... .... ... .... ... .... .... ... ..... ... .... ... .... ... 4 373 369 5 2 17
South Africa. ... .... .... ... ..... .. ..... .... ... .... ... .... .... 192 16 76 ,159 .365

,

Asi .. .... ... ..... .... .... ... .... .... ... .... .... .... .... ... ... .... ... 6 .666 6 .169 97 4 .532 53,869 89. 337
Hong Kong... .... ... .... .... .... .... ... .... .... .... .... ... .. 1 .201 600 01 .030 .891 5, 661

j"'wil
... .... .... .... ... .... .... .... .... ... .... .... ... 1 2 .293 1,097 ,196 6 .882 1 .911 55,029 -

South Kores .. .... .... ... .... .... .... .... ... .... .... .... .... . 168 220 52 .355 2,729 6 374
Taiwan... .... .... .... .... ... .... .... .... .... ... .... .... .... ... .. 285 685 ,524 9,791 14:267

Oceanl- .. .... .... .... .... ... .... .... ... .... ... .... .... .... .... . 1,529 153 ,376 .659 ,717 ,94 2
Australia... .... ... .... .... .... .... ... .... .... .... .... ... .... ... 1.249 t 133 ,116 .551 .632 ,91 9

l/ U .S . Department, of C
.
ornmerce

.
. Bureau of the CeMUS . Highlights of U.S. Er;,ort and Import Trade, FT 990 monthly.

RECENT CIFC INCORPORATION S

Almost one-third of the 7,500 CFC's were incorporated
during the period from 1977 to 1987 . See Figures H and
1 . These newest CFC's held 27 percent of all assets . Of
these newerCFC'S, 40 percent were in finance, insurance
and real estate and these held 62 percent of the total
assets of the newer CFC's . Almost 50 percent of all
financial CFC's were incorporated after 1976, indicating
an increasingly global economy where financing is sought
world-wide . U.S. parent corporations expanded overseas
to take advantage of foreign monies available for invest-
ment .

In the past, it was common for U .S . companies to set
up financial subsidiaries in tax-haven countries in order to
facilitate borrowing from foreign countries. Companies
were set up to take advantage of a favorable tax climate
in the haven country that may include secrecy, low or zero
corporate tax rates, and no withholding tax on payments
to foreigners. In an effort to increase direct foreign invest-
ment in the United States and to remove the advantage of
borrowing through tax-haven countries, the United States

Figure H-Humber and Total Assets of 7,50D Largest CFC's, bV
Year of Incorporation, 1986
(Money amounts we In millions of dollars)

Year of Incorporatio n

19117.. .... .... .... ... .... .... .... .... .
1986.. ... .... .... ... .... .... ..... ... .1981

. .... .... .... ... .... .... ..... ... .1 .84_ *_ ... ... ..... ..*
1963. .... .... ..... .... ... .... .... ....
1982. ..... .... .... ... .... .... .... .... .
1981 . .... .... .... ... .... .... .... .... .
1 980.. .... .... .... .... ... .... .... .....
ign.. .... .... .... .... .... .... .... ....
1970.. .... .... .... .... .... .... .... ....
19T7.. .... .... ..... ... .... .... .... ....
Pre-197... ... .... .... .... .... ... ...

Number of CFC's

7.5010
9

190
254
223
235
243
242
254
24 9
2055
167

.061

lW6 Twal asits

$740 .3%
365

13 .86 2
16,774
18 .265
20 .093
30,26 1
24 .

W18 .976
23,3790

l": ,, 966
533.290

1

laea

W stal"l/ Includes CFC's whos year of Incorporation Is wm- o

payments Orr;exempted from withholding tax all interes t
issues made after July 1984 . This enabled U .S- corpoo,

tions to more cheaply borrow foreign mone- y 11111":1
anywhere in the world [ 131 . i"

dollil
The effects of these, changes are seen in the SIOW ~W'~j

of incorporations in the Netherlands Antilles
. 6 _ , W
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r1o'"
J .--7,500

Largest CFC's: All Compared to Those Incorporated After 1976, by Selected Industry, 1986
f dollars]mmu,h, .,a in mons

(Ml -

selected CFC industry

A, industries l/..... .... ..... .... ..... .... .... ... .... .... .... .... ... ..

AVIcifte, forestry. and fishing... ... .... .... .... .... ... .... ..

Transportation and Public utIfifles. ... .... .... .... .... ... .... ..

whosse. and r,,W1I bad. .... ..... .... .... ... .... .... .... .... ... .
Final Insurance. and real atitat.. .... .... .... .... ... .... ..

j/ includes CFC's whose nature of business was not allocable by Industry.

Number

(1 )

7 .Soo

2'217
3 . 95

341
226

1.156
1 .911

519

All CFC's

Total assetsC;~ 1

$740,396

59
7

27, 005
3.903

270.162
17.155
76.134

322.820
22,306

Numbe r

(3 )

Z271
6

81
24

716
82

262
BOB
190

21 1

CFC's incorporated after 1976

f all CFC's

Total assets Number j Toull .. ..Is

(4)

$195.619
188

9.919

65041 .219
5.313
9.254

122,457
7,755

Insurance and real estate companies account for 93 per-
cent of all Antillean CFC's . As shown in Figure J, 80
percent of Antillean CFC's were incorporated after 1976.
However, 88 percent ofthese were incorporated between
1977 and 1 983. There has been . a sharp decrease in
Incorporations in the Netherlands Antilles since that time .
This number may decrease even further due to the can-
cellation of the United States-Netherlands Antilles tax
treaty in 1988 114] .

SUMMAR Y

Large CFC's were incorporated mainly in Canada and

(5)

30%
24
37
25
21
36
23
48
37

27%
31
3
17
IS
31
12
38
35

Europe and almost one-half of these large CFC's were
manufacturing CFC's. In 1986, CFC's tended to be more
profitable (based on return on assets) than their U .S .
parent corporations. The CFC return on assets was 7.6
percent compared to a 1 .7 rate for their parent corpora-
tions .

The 7,500 largestCFC's reported a surplus intrade with
their U .S. parent groups of $14 billion.

Almost one-third of the 7,500 largest CFC's were incor-
porated between 1977 and 1987, 40 percent of them in
finance related industries .

F17JM J-7,500 Largest CFC's : All Conipared to Thom Incorporated After 1976, by Selected Country of Incorporatl0n, 1986IM"y amoures, are in millions of dollars]

Selected country of Incorporation

. .... ...... ..... .... ..... .... ..... .... ... .... ... .... ..
1010. In... ...... ...

... .... ... ..... ... ..... .... .... .... ... .... .... .

.. ...... ...... ..... .. .

. ...
.... ...... ..... . .... .... ... ... ...... ..... ... ..... .... ..... .... .... .... ... .... ....

Number

(1 )

7.500
11058
840
512
447
3
3338
321
311
2n
250
225
205
195
177
156
1501
45
0 9
88

All CFC' s

Total assets

(2)

$740.396
146 .805
112 .057
64 .479
30.325
2 .515
301 .187
2464
25:68'0
19.104
51.886
29'238
17,67119

.762
12.636
20,881

6216:121
356

.815
2.Ba2
1.'90

Number

(3 )

2-171
335
281
106
81

ill
91
641
47
69

199
58
54
69
42
44
31
58
34

7
31

(6 )

percentage

CFC's incorporated after 1976

Total asset s

(4)

$196.619
37,540
28.737
5,482
4 .033
8 .260
5~073
4 .301
8,G82
3.307

40.622
5,690
3
.9364 202

3:955
2.776
757

5.319
942
164

2.114

percentage

Number

(5)

30%
32
33
21
18
3 3
27
20
4 7
25
so
26
26
35
24
28
21
40
38
a

43

of all CFC' s

Total assets

(6)

27%
26
26

1:
29
16
17
31
17
78
19
22
21
31
1 3
12
331
4
6

51
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DATA SOURCES AND LIMITATIONS

The statistics in this article were derived from all U.S.
corporation income tax returns with total assets of $500
million or more and with accounting periods ended July

1986 through June 1987, and from attached Form(s) 5471
(information Return with Respect to a Foreign Corpora-

tion) .

The 7,500 largest CFC's were chosen based on size of

assets . Historical data show that these largest CFC's
represent over 90 percent of all financial information for all

CFC's. However, caution should be used in comparing
these statistics to past years' statistics since no small or
inactive CFC's were included as in the past .

Also, large CFC's tend to be manufacturing and
finance-related CFC's. Therefore, the 7,500 largest CFC's
show a bias towards these industrial divisions when com-
pared to all CFC's . These statistics based on the largest

7,500 CFC's are not perfectly representative of the entire
population of CFC's and therefore, should be used with
caution when making comparison with or estimates of the

larger group .

Not all of the information regarding CFC transactions

(e .g., transactions with unrelated parties) is available from
Statistics of Income data . However, total business
receipts, earnings and profits, foreign taxes and transac-
tions between CFC's and related parties (U .S . parent
corporations and their domestic and foreign subsidiaries)
are reported as part of the parent corporation's U .S .
income tax return and included in this article.

U.S. parent corporations were classified by the prin-
cipal business activity reported onthe corporation income
tax return . Many returns were filed by diversified corpora-
tions, and therefore included significant receipts, profits,
and other items related to activities otherthanthe principal
business activity.

Controlled Foreign Corporations were also classified

by their principal business activity as reported on Form
5471 . As such, certain receipts, profits, and transaction
items may have been related to secondary business ac-

tivities. It is not possible to measure the extent of these
secondary operations.

When U .S . corporations filed consolidated Forms 5471
with aggregated data for several foreign companies, fol-
low-up requests were made in cases where large money

amounts were reported in an attempt to obtain the CFC
information on a disaggregated basis . More than 75 per.
cent of these requests were successful . Where no infor.
mation was received, the data were left consolidated
under the industry and country in which it was originall~
reported . Less than one percent of the CFC's included in
the file contain financial information for a consolidated
group of CFC's .

The 1986 data are based on returns filed by U .S . cor .
porations with $500 million or more in total assets and with
full-year accounting periods ending between July 19B6
and June 11 987 . Generally, part-year returns were deleted
from the sample to avoid double counting offinancial data.
According to IRS regulations, a U .S. corporation had to
submit a Form 5471 for any Controlled Foreign Corpora .
tion with an accounting period ending with or within the
U .S . parent's accounting period . Therefore, CFC ac-
counting periods may have ended as early as August

1985 (and, thus, began in September 1984) or as late as
June 1987. However, most CFC activity did occur in

Calendar Year 1986 .

EXPLANATION OF SELECTED TERM S

Business Receipts of Controlled Foreign Corporations.-
Business receiptswere, in general, gross receipts orgross
sales less returns and allowances reported for CFC's on
Forms 5471 . In the finance, insurance, and real estate
industries, business receipts were generally the total in-
come or receipts of the CFC and may have included other
types of income such as interest, rents, royalties and other
investment income . This definition differs from that used
for the business receipts statistics for domestic corpora-
tions which generally excludes investment income,

_ .

Current Earnings and Profits of Controlled Foreign Got'
- '

porations .-ThiS item represents the difference between _4
't he beginning and ending year balances of accumulated

earnings and profits available for distribution to the stodir
holders. In this report, pre-tax current earnings and ProM .,, _

;~ s and -~
are shown. For Form 5471 purposes, the earn. . calm, ~

.
,

profits reported for a foreign corporation had to~ reOuired bY
lated under U .S . accounting standards, a o
Internal Revenue regulations .

Thet
Distributions of controlled Foreign Corporations

-
dividens'-1

distributions of CFC's consisted mostly 0 d OLO
Capital gain distributions, and distributions P3 1

a ital andc-Al14
capital (including capital stock, paid-in c P ,
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surplus) were generally not included . However, liquida-
ting dividends may have been included in some instan-
ces,

Foreign Income Taxes Paid by Controlled Foreign Cor-
porations.-These were foreign income, war profits, and
excess profits taxes paid or accrued by CFC's to foreign
countries or U .S . possessions (including Puerto Rico) .
Also included were taxes imposed by other countries
(including the United States) in cases in which the CFC
had business operations in countries other than the one
in which it was incorporated.

Related Persons of Controlled Foreign Corporations .-
Five categories of related persons of CFC's were shown
on Schedule M of Forms 5471 forthe purpose of reporting
related party transactions. They were the U .S . corpora-
tion filing the return, a domestic corporation controlled by
the U .S . corporation filing the return, a foreign corporation
controlled by the U.S. corporation filing the return, a 10-
percent-or-more U.S. shareholder of the CFC (other than
the controlling shareholder), and a 10-percent-or-more
U.S . shareholder of the U .S . corporation filing the return .

Sales (and Purchases) of Stock in Trade .-These were
sales (and purchases) of merchandise in the ordinary
course of trade or business.

Subpart F /ncome.--Subpart F provisions of the Internal
Revenue Service Code (section 952) allowed the United
States to tax U .S . shareholders on certain types of CFC
-income that, although undistributed to them, were
deemed to have been distributed .and were thereby tax-
able currently, generally at the same rate(s) as dividends .
Subpart F income included the following for 1986: income
derived from the insurance of U .S . risks ; international
boycott participation income; illegal bribes, kickbacks, or
Otherpayments to a government official ; and "foreign base
cOmPany income- (i.e ., income from a foreign personal
holding company and certain types of sales, service,
shipping and oil-related income from a foreign base com-
PaPY) . Also includable as income from CFC's were8MOUMS of previously excluded Subpart F income meet-In, 9

certain criteria, and increases in foreign corporations'-earnings invested in U .S. property.

Transactions Of Controlled Foreign Corporations.-Con-~tlll(ld
Foreign Corporation transactions were reported on'F6"11 5471 for five categories of related persons

'(described previously under 'Related Persons of Control-
Foreign Corporations-) which dealt with the CFC's .

21 3

The transactions shown include receipts and payments
for such items as stock in trade, dividends, rents and
royalties, commissions, services rendered, interest, in-'
surance premiums, and property rights .

U.S. Affiliated Groups .-The U.S. parent corporation
and all of its wholly-owned domestic subsidiaries included
in the filing of a consolidated U.S . income tax return (Form
1120) .

NOTES AND REFERENCE S

11] U.S. giant corporations are those with $500 million
or more in assets. Only foreign corporations control-
led by these *giant' corporations were included in
this study . Subsequent use of the terms 'large U .S .
multinationals, or 'U .S . giant corporations' refers to
this group of corporations . Historically, more than
two-thirds of all U .S .-controlled foreign corporations
have been controlled by U .S . giant corporgons.
More significantly, both the assets and business
receipts of CFC's controlled by these large U .S .
corporations have accounted for more than 90 per-
cent of the total assets and busin.ess receipts of all
CFC's . See statistics on Controlled Foreign Cor-
porations for 1980 in the Statistics offricome Bulletin,
Summer 1984, Volume 3, Number 4.

121 In an effort to gather more accurate and timely data,
the scope of the Foreign Corporation Information
Return (Form 5471) study was reduced to a full data
edit of only the 7,500 largest active CFC's (as deter-
mined by asset size) controlled by U .S . corporations
with $500 million or more in assets. [A limited num-
ber of data items from all other Forms 5471 filed by
these giant corporations were edited but are not
used here unless indicated . ]

(3] Heller, Kenneth, The Impact of U .S. Taxation on the
Financing and Earnings Remittance Decisions of
U.S.-based Multinational Firms with Controlled
Foreign Corporations, Arno Press, 1980, pp. 2-3.

[4] Heller, Op. cit., pp . 3-4.

151 Heller, Op. cit., PP. 95-97.

[6] Passive types of income include such receipts as
interest, dividends and certain types of rents and
royalties.
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[7] Control by a U .S . corporation was extended to lower-
tier foreign corporations through a chain of control.
Thus, a U .S . corporation could own more than 50
percent of a foreign corporation (first-tier) which, in
turn, could own more than 50 percent of a second .
tier foreign corporation, which, in turn, could own
more than 50 percent of a third-tier foreign corpora-
tion, and so forth. A Form 5471 had to be filed for
each of these foreign corporations.

[81 More recently, the Tax Reform Act of 1986 made
several changes to the way Subpart F income is
computed including, new rules for the de minimus
inclusion of Subpart F income, a new definition of
controlled foreign corporation and limitations on
Subpart F income. Generally, these changes apply
to taxable years of foreign corporations beginning
after December 31, 1986.

(9] Statistics of Income studies on Controlled Foreign
Corporations are done only every other year .

1101 For Statistics of Income purposes, countries that fall
under the Other Western Hemisphere category in-
clude the Bahamas, Bermuda, Netherlands Antilles,
Leeward Islands, Windward Islands, Antigua, Bar-
buda, French West Indies, Falkland Islands and
Greenland .

[11] For purposes of this analysis, a CFC's return on
assets is defined as the ratio of earnings and profits
before taxes to total assets. Net income (before
taxes), i.e., net income computed under provisions
of the Internal Revenue Code, is used in place of

earnings and profits for purposes of com . ZPutfingti,U .S . parent corporations' return on assets becafiii,~,
earnings and profits, as such, is not reported

byhparent. To the extent that the concept Of earnin -'03and profits differs from that of net income, the o04
parison of a CFC's return on assets to the U.S . pare, ". par,41
corporation's return on assets is Inaccurate . T%,
rate of return on assets of any group, I e ., I. . Paneir I
corporations, CFC's, industrial division, or courtV,
is determined using the total income and total ass%
of the group rather than averaging the returris of
each component .

1[12] U.S. Department of Commerce, Bureau of the Cft
sus, Highlights of U.S. Export and Import Trade, FT I
990, monthly . Data from this source are based on
the 1986 calendar year, while CFC data are based
on .accounting periods of U.S . parent corporatione
ended July 1986 through June 1987 and accounting
periods of CFC's ending with, or within, the U.S

. . parent corporation's accounting period.

[131 For a more detailed explanation of this tax 6v
change and its effects, see Lewis, Margaret P,
"Foreign Recipients of U .S . Income, and Tax W&
held, 1986,' Statistics of Income Bulletin, Winter
1988-89, Volume 8, Number 3.

[141 For more recent data on payments to the N8ther--- ;
lands Antilles, see Bradford, John J., 'Foreign
Recipients of U.S. Income, 1988,' Statistics Of 1/1-
come Bulletin, Winter 1990-1991, Volume 10, Nuir,
ber 3, p. 23 .
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To& I.-- . . orporation Returns with Total Assets of $500 Million or More and their 7AW Largest Controlled Foreign Corporations :
us r

be
Total Assets, Receipts, Earnings, Taxes, Distributions and Subpart F Income of 7,S00 Largest Controlled Foreign Corporations,

d,ad IndustrY
of U .S . Corporation and Controlled Foreign Corporation

d of dollars,
amounts I. In thousan 5

21 5

7.50) Largest Controlled Foreign Corporiflon 5

Fo elgh corporations

Of U-S'
corporation Number ~h e-ent earnings andd

Industry
-,n and 1111ce of U- "

cor oration Number of
Current
earnin s

profits I .) before We.
Foreign Actualu

Of 7.500 Largest
ign Corporations

y

p
returns for Ign

O'g
Total Business

g
and profits Current nc. 0

"c'
dlstrlbuUons Subpart F

Centroned Fore "
rporations assets receipts (I bum. ~nlng,

and profits
Foreig n
Income

We
(net)

in current
year

income. .,O

a ViXeS IS- (net )

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Al
lidsWes (U .S . Went). ..... .... .... .... 714 7.500 740.395,679 589.884.940 56.590.619 62.956.595 19.229.025 19.034,715 21 .730.7E2 4.223,316

Industry O f
Calabited Foreign Corporatiore,

riculture, forestry and fishing.A 11 25 597,029 560,406 48.313 59,979 15.805 15,029 16.250 15.500g

Mbti* ------,-- .... .... .
...

.... ....

76

24

217

95

27,005,021
3,903,366

14.791,221

4 .398.397

3.558.D46

327 .143

4 .257.22 3

422 .999

2.DG2.963

122 .354

2.011,736
117.962

1 .879.584

229 .429

141.476
SB .42 7construction... ....... ..... ..... ... ..... ....

ma,,ficbring .. ..... ..... .... - 389 3 .341 270,161,948 357 .502,549 32.025,748 35.123 .785 12.197.983 12.094.T70 10 .766.142 1,010 .52 5ij~i
and public ut as 77 226 17.155,030 7 .098.494 1 .049,350 1 .346 .130 259,119 259.133 511 .034 141 .71 6

.We and ratel oada... .... ... ..... .. 230 1.156 76,133,502 151 .984.251 8.642,700 9.308.210 2.692.528 2.705.759 3,970.4115 391 .69 1=
e, insurance and rest c-t, 452 1.911 322,820,776 41 .286.203 9.455.673 10.595,976 1,452.304 1,427,045 3 .820.279 2.321 .62 1

Sam. . .. ........ .... . .... .... ..... ..... .... .... .... 165 519 22.386.413 12.217,752 1 .478.715 1 .1149.198 410.941 398.413 535.745 134 .36 0

aft (U.S. parent).... .... ..... .... ..... ... .... ... 26 Ila 6.545,122 3,472.42 8W.714 1 .036.671' 500.499 483.043 553.95,1 107.026

Industry O f
Cantraded Foreign Corporations

AWkulsoe, forestry and fishing... .... ... - - - - - - - - - -

wifill ........... ..... . ..... ..... .... ..... .... ... "I'll, 21 58 3.995.367 2.294.040 772.292 899.969 478,929 467.178 404.421 74 .48 0

.cohatnictl ... ....... ..... ..... .... ..... .... ..... ....

ilkinulacuring..... .
.

.... .... ..... .... ..... ... ..... .. 5 15 432,325 473.084 42 .632 47,247 15.788 15.699 13.538 -

ralreportation and public utlifties... . 3DB.1~? 175,2!? 15,61~: 17.8!! 1 .51?

"I'dasille and retall trade.. ..... .... .... ...

F-,, h, ..n,e and le.1 estate

Ser*es........ ....... ..... ..... .... ..... .... ..... ... ..

1 .2aq,l~! lio.7!? 51.6~! 54.0!! 2,6~? 2,8!! 8.91! 30 .3!1

oil and gas ... .Von (U .S . parent) 17 87 5.213,453 2.91 769 .976 933,851 487,356 471.253 530.984 75 .22 1

Industry o f

ConartillOd Forign Corporations
Woulturc f.retry and fishing.. .... .... - - - - - - - - - -

Wall; I... ..... .... ..... .... ... ..... .. 16 5 3.424.663 2 .206.330 746.761 859.560 475.747 465,25D 395.988 56,688
Colannaction... ...... ...... .... ..... .... ..... .... ....
Minfiacturing.... ...... ..... ...

. ..... .Thirabortamon and Publi c
Wholaiale and retail trade

'Rhance. insurance and ratil estat e
S.n4....... ......... ...... ..... .... .... ..... ... ..... ..

6 14 984.5t! 78.8~! 35,91? 37.9!! 2.5~? 2.61~! 3.9~~ 17.91!

,tabithislish (U .S. Went) .... .... ..... .... .... . 11 61 2.714.072 2,166.376 181,454 219,067 50.275 39,800 91.461 211.163
- . Ind=ry, of
dantroZed Foreign Corponclons

Agictifluni. forestry and fishing.. .... ....
....... ......... ..... ..... ..... .... ..... ... .... ...

Celathichon.. ....... ..... ..... ..... .

... .*''' '''' *'''
1 570,6 579,4 1 25.4 45.31 10,2 21 .7 27,9 5,4:

=In, . ....... ...... .... ..... ... .. ..

~ ~! ~ . ~! ~ ~! ~! ~! !
, , .. . .. ...

and P blic udiftle s
"

r I
WhDaskle and stan trade . ..... .. .... .. ....
Finance. Insurance and real estate 5 13 676 949 123 025 59 557 63 041 13 364 13 364 18 210 4761 5
Saloon,.... ........ ...... ..... ..... .... ..... ... ..... ..

4 11

.

688.767

.

824.333

,

52.545

.

52.545

.

8,594

.

8,594

.

11,001

,

3.190

(U .S. Went) ..... ... ..... .... ... 391 5,519 480.905.879 495-%Bl .337 485RASS 53 .532,633 16.916.946 16.776.4135 19 .419.131 3.254.710
Industry of

ea*Okd Fweign Corporations
"Voulve. forestry and fishing
mains ....... .

7 17
.629369

440,656 15,467 26.973 7.020 6.2" 16.250 15.500....
37 124 20.389,502 11 .123.683 2,648.111 3.168.866 1 .552.183 1 .5D9.369 1.458.275 45.677

... ..... ..... ..... ..
In "::,*

10 50 2544,413 3.289.899 323.429 352,166 103.131 100,653 65.270 37.597g . .... .... ..... .7
;=U-

35 3 .169

6
2 2.;(i6,299 348,007.492 31 .606 .358 34 .572 .839 12.058.701 11 .970.1109 10,647,148 1 .016,332

and Public udift ...."Wailassit and 37 97 425 4 73
1

605,023 831.756 107,139 106.599 369.792 138.842
Tctall trade. ..... .... .....

Rhapoi- insur
174 965

::
1 o

u
5 :::2 3

:: ~
g ':1:7 2 7.311,771 1.111.175 1.331.110 2,312.721 3 .1-.361 331.912

ance and -1 estat eS"M
...

236 8 6

1

1

1

5,222,706 5.680.065 554.B44 546,253 2,926.001 1 .542.029. ...... .. ...... ..... ..... .... .... 86 236 1 797.946 1 1 .020,419 1 190,389 1 178,803 1 340.222 118.742

-1 . . . .1 bible.
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Table i .-U.S. Corporation Returns With Total Assets Of $500 Million or More and their 7,500 Largest Controlled Foreign Corporations :

Number, Total Assets, Receipts, Earnings, Taxes, Distributions and Subpart F Income of 7,500 Largest Controlled Foreign Corporations,

by Selected industry of U .S. Corporation and Controlled Foreign Corporatton-Continued

Imoray whourns we in thousands of doairsil

7.500 Largest Controll ed Foreign Corp rations

Foreign comp niti-s

!cted industry of U.S. corporation

Me return and -fecledSe'fili

N mbe r
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with current earnings an d
profits (+) before taxes

Foreign Actua lng
industry of 7.500 Largest corporation Numb r of

l slm,5 5B
earning s
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Controlled Foreign Corporations eturns

foreig nti s
Tota
assets
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"ceipla (
less deficit) earnings Foreign Wes in current Income

c orpora on
b efore taxes and profits Income (net) year

before Was Was (net)

-0) (2) (3) (4) (7) (8) (9) 170)

MenufachAng-Continueed

Food and kindred products
20 465 27,696,849 30 .572,937 3,150.393 3.348 .368 1 .026 .919 1,012.356 1 .157.341 169.057

(U.S. parent) .... .... ... .... .... .... ..... .... ... .... ..

hOustry Of

Controlled Foreign Corpoaboms
7 149 359 291 008 9 .732 12,465 3.838 3.553 16.250 1515M

Agric.n.,re. forestry and fishing... .... ... 3 , ,
- - -

Mining.. .... .... .... .... .... ... .... .... .... .... .... ... ...
Construction. .... ..... ... .... ... .... ..... .... .... ... .
Manufacturing.. .... ... .... .... .... .... ... .... .... ... 27 2B6 15 .371 .689 23.781 .245 2.431 .0!! 2,533.2~~ 851 .2(n 905,7: 85,8~

Transportation and public UtIllffilis
65 040 9802 056 .92 C5 269.521 308.526 89.269 88,053 B9 .127 29,914

Wholesale and re it treed... .... .... .... ... .

l

15
111

,.

8 483 886

.
917 .401 380,220 421 .621 45,368 46,035 10B .854 33.656

insurance and real estateFmancei 22
21

, .
834 575 441 .359 56.270 58 .914 18,448 18,448 33,738 4,168

Services. .... ... ..... .... .... .... ... .... .... .... .... ... . 5 .

Chemicals and allied products
66 1 219 B3,333,756 69 .913,550 8,981.140 9 .630,212 2.947 .215 2,945.716 3.567,805 885.057

(U.S. parent) .... .... .... ... .... .... .... .... ... .... ... .

fingusirly of
Controlled Foreign Corporations

Agriculture, forestry and fishing.
086 68!2 1 176 64! .3 4 493.8~! 351 .2~! 347,9~! 369,5t 9! .

Mining.. ...
. ....

. . , . . !!

Construction. .... .... .... .... ... .... .... .... .... ... ..
841 48 297

090

54 200,5;2 6,485,207 6,965,378 2 .233.424 2,239,478 1.881,514 324.113

Manufacturing. .... ... .... .... .... .... .... .... ... .... 64
10

, .
988879

.
490.745 82,247 89 .886 28.206 27 .847 46,138 7.0

Transportation and public ullifflies 6
191

.

3735566 11 .812.590 629.167 867 .749 229 .157 235 .018 4,79339. 118.726

Wholesale and retail bad .. ..... ... .... ... .. 39
139

. ,

32205924 2,015.133 1,044,128 1,106,347 80 .762 79 .626 035,042 389.46D

2France, insurance and real estate 35
17

, .
1221 207 99.514 93,665 94,976 19 .741 12 .753 4D,723 41.97

Service.. .... .... ..... ... .... ... .... .... ... .... .... .... . 12 ..

Petroleum Including Integrated) and
478 104 965 557 047 92E122 12.336,432 13 .365.794 4,308.326 4.239.572 5,971 .961 1,065,261

coal

products (U.S. Pei.. .... .... ... ... 24 , , . .

Industry of
Forelpt CorporationsConfrolled,

Agriculture. orestry and fishing.. ... .... .
17 523 4 9 401,9 2 .183,004 2,607,914 1,186.51~ 1 .149.6!! 9",41~: 32.9

Mining.. .. .... .... ..... ... ... .... .... .... .... . i:
. . . 1!

Construction. .... .... ... .... ... .... .... ..... ... .... ..
17 112 30 370.167 46 .702,102 3,847,719 4,037,572 1 .595,488 1,555,672 1,538129

:

322.336

121 0Manufacturing. ... .... ... .... .... .... .... ... .... ....

Transportation end Public Utfiffies

1
1 46

,
7,303,645 3 .124.037 402,372

061

582,41 4

596 79 74

62,538
1 434 391

62 '

1

1.

442 .955

423

29

0

2.525.731

.
110,61 3

Wholesale and retall trade . .... .... .... ... .. 16 156 27.G40,733 59,175,726

597 028

4.488.
4031 215

. .

1 339 605

, .

37,498 36,703 600,B85 477,686
0

Finance. insurance and real estate 22 82 20334,627

70 722

2 . ,
61 912

. ,

142 70B

. ,
144.327 -22775 -22 .775 Go.506 5 ,

S-A,. .... .... .... ... .... .... .... .... ... .... .... .... .

4
7 1,9 .

490 84 711

.

31211 365

,

391 450 821 .587 168 .758 172 .4153 190,393 10OX '

Primary metal industries (U.S. Parent) 23 208 .. ,. .

.
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Connoted Foreign CohPoindim" s

Agriculture. forestry and fishing.. .... ... .
4 74752 31 590 4,834 6 .792 13 1 3

Mining. ..... ... .... .... .... .... ... .... .... .... .... ... .... 3 , ,

69 904Construction. ... .... .... .... .... ... .... .... .... .... ..
20 10D 5,852 .812 9 .420

'

450 96 ' 02D 493,154 134,9N 135,316 - 4.397

Manufacturl Q .... ..... ... ... .... .... .... ..... ... ... .
6 10 290 .856 74,088 9,366 11 .579 316 364 10.20

Transportation and public utilities.
5 11 274,190 454 .965 44.166 46,470 1,900 1.927

680110
720

and retail bad.. .... .... ....VVholeaahe
16 63 333,01

C

4 781,131 192.470 215.930

1

6,100

1

9.729 ,9
010

'410In

Facence, surance and real estate
20 23 2687 603 289 44,594 46,661

1

5.431

1

5
'095

,

Services .... .... .... ... .... .... .... .... ... ..... .... . - - 4 . .

Machinery, except electrical
725 3769 531 4,17 58 664 2 8.821 .770 9,625.964 3,600,264 3,523 .516 3 .747.0DO

(U .S . perent) 45 ., . .

I Industry of

Controlled Foreign COrPmebone, - - -

Agriculture, forestry and fishing. - -

Mining .... ... .... .... .... .... ... .... .... .... .... ... .... .
115.9262 VIII !Construction ... .... ..... ... .... ... ..... ... .... ... ...

42 376 47.609 .50e 45,493-41 5 7 .754,492 8,255 .465 8543,346 3 .275,458
-

.

Manufacturing... .... ..... ... .... .... .... .... ... ....

Transportation and public linififtles
.

23 63

8

21 111 , 1,1 2~ . W, 53.,S37 S41,131 120.968- 126.299
50

274,264

4 69 1

'

1

1""~Wholesele and retell trade. ... .... .... .... ..
9

1

13

:S :.1 1 ~' 1 :. 2: .2

.038 513. 808 61,528 52.1
7 21:1-

Finance, insurance and real witals 2
17 46 3 59 .135 60,29

Services... .... .... .... .... .... ... ..... .... ... .... .... .. .

Footnotes at end of table.
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Table I
.-U .S. Corporation Returns vAth Total Assets of $500 Million or More and their 7,500 Largest Controlled Foreign Corporations :

Number. Total Assets, Receipts, Earnings, Taxes, Distributions and Subpart F Income of 7AW Largest Controlled Foreign Cc rations,
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7.500 Ilargest Controlled Foreign Corporations

Sef,cred Industry of U.S. corporation Number Foreign co,porallons
,vith CUTrem earnings and

filing the return and selected of U.S. current proll" (+) before Was
industry of 7,500 Largest corporatio N.-Ow

of

. .range Foreign ActualT and
Controlled Foreign Corporations return . c

.r,.re,
.n To.1 Business films Proms Current income distributions Subpart F

Po'w'

.ns assets receipts deficit) earnings = taxes In current income
before taxes and profits (net) year

before Was taxes (net )

(1) (2) (3) (4) - (5) S) (7) (8) (9) (10)

MwhcWrkV-ConUm&d

Haddeal and electronic equipment

(U.S . parent) .... ..... ..... ... .... .... .... .... ... .... . 44 713 48,874.023 415.1142,782 4,112,571 4.713,012 1.037.296 1 .023 .698 1 .143.683 269 .031
Induatry of

Controlled Foreign Corporations
Aricefturs . forestry and fishing - - - - - - - - -firing ... ....... ..... ..... ..... .... .... ... .... .... ....

. 3 7 193 .144 134,2T? 13 .506 25.533 2.106 1.8813 7.50D 10.323ceremiction... ....... ... ..... .... .... .... .... ... ....
Msjutactum,g ..... ... . ..... .... .... ... .... .... .... . 39 429 27.664 .379 37.581,886 2.931 .711 3.355,268 842,697 833.989 655.453 81.623Transportation and Public utilities
Wholesas and retail trade. .... ... .... ..... . 23 89 2.352.517 4,363 .693 167.995 216.568 67.967 66,166 47.001 2.409Finance, insurance and -I state 19 129 16.016.994 2 .552 .607 768.434 001.994 75.740 73.440 361,845 149.737SeNces.. ....... ..... ...... .... .... .... .... .... ... .... . 10 40 .1 .140.301 858,407 106,460 138,768 26.987 26.739 30,418 14.8"

We, vehicles and equipment

(U.S . parent). ...... ..... ..... .... .... .... ... .... .... . 14 268 53 .075.1979 81.901,610 3 .279.031 3 .854.659 1.294,430 1,364 .034 1,437.032 106.616
Industry o f

Controlled Foreign Corporations

Agriculnue, tivestry and fishing .. .... .... - - - - -
Aff';..... ....... ....... ..... ..... ... .... .... .... .... ..
Come"clon ....... ..... . ... ..... ... ..... ... .... ....

manifactudro. .. ..... ..... ..... ... .... ..... .... ... .. 14 132 40.121 .793 73,242.296 2.553 .2 2.992 . 5 1 .072 .720 1 .141,336 1,336.236 17,118Temsportation and public utilities 3 5 117.686 35,231 4 ..4'39 4.66403
1.803 1

. 803 158 -Wholefte and retall trad. .... ..... .... .... . 6 42 2.187,567 5,398,349 142.911 169.356 48.325 50.776 39.266 -Pmce. insurance and a.$ state 10 -72 '19 .370.502 2 .821 .007 572.617 6134.092 149.220 147.756 55 .877 150.708smac's... ......... ...... ..... ..... .... ... .... ..... ... .

fistrumems and related products
(U.S. Parent).... ...... ..... ..... .... .... ..... ... ... 15 259 14.311 .977 17.1938,795 1,727.606 1 .815,486 552.105 552,305 145,103 77 .587IrOus" of

Controlled Foreign corporatiome
AgricUlue, forestry and fisthing.. .... .... - - - - -
minfing . ..... ........ ...... ..... ..... .... .... ..... ... ...
Conameeder
mettectierig..... ...... ....

Thifialitirtaition and pubi
14 143 9.350 .595 10,633.0815 1.322,638 1 .353 .246 413 .821 416.245 75.829 37,094

6 85 3.553.918 6 .262.121 344.118 377.113 129.823 131 .1156 49 .503 27.21-"ahol. Inswance and
Savic......... ........ 7 16 866.537 64,555 65.780 611.257 1,554 866 11 .169 12 .308..... ...... .... ..... .... .... .....

"'e""Wen wiff Public utgrdes
beerm I

. h. d. us

.

tr. y

.
. of

. ..... .... ... ..... .
. 66 31311 24,873,374 9.964 .847 1 .110.436 1.395.410 301 .793 305 .100 421.004 248 .194

"frolled Foreign Corporations
and fishing. .... .....

.... ....... ..... .... .... .... .... ....Construction 12 2 2.089,274 478,820 104,087 145,803 22 .494 25.833 2,688 21.319... ...... ..... .... ..... .... ... ..
ey,Thirs, *"*.... ..... ..... .. .. .... ... 12 78 4.130 .312 4,353,876 149 .279 227 .161 45,774 44.971 72 .573Whealy. 1.n and Public udifij;es 1 .992

: and ,felf bada.. .... .... .
24 89 5,700 .450 1 .032,672 372 .568 431,747 140.360 140.914 139,948 493F.M . 7 37 973 ' 878 11987.814 138 .DD6 144.389 47.870 48.220 47,180 4 .385Sao,;;

.
.' he I n I C- and sal ,,ws 42 98 9.984542 9 2 327.542 379.202 26,355 26.071 154 .176 213 .562og

- - - - -- --- --------------------------- la Q 1 .714:007 91=2 22.127 515,7S2 1 .9. 1. .1 . 4.437 1 6,443--Irid . table
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Table 4-U .S . Corporation Returns with Total Assets of $500 Million or More and their 7,%0 Largest Controlled Foreign Corporations:

Number, Total Assets, Receipts, Earnings, Taxes, Distributions and Subpart F Income Of 7,W Largest Controlled Foreign Corporations, by

Selected Industry of U.S . Corporation and Size of Total Assets of Controlled Foreign Corporatio n
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Table 4-U .S. Corporation Returns With Total Assets of $500 Million or More and their 7 SW I - - -11 Controlled Fo

22 5

I
na gn rpo ons :

Number, Total Assets. Receipts, Earnings, Taxes, Distributions and Subpart F Income of 7,SW Largest Contro led Foreign Corporationis, byselected Industry of U.S. Colporatlon and Size of Total Assets of Controlled Foreign Corporation-Continued
(money whounts are in thousands of d.11 .1cl

7.500 Largest Controlled Foreign Corporation s

Selected industry of U.S. corporation Number Foreign corporations

filing the return and size of of U .S. C t
Wth current earnings and,

otal assets of 7.500 Largest corporation Number of
urre n

earnings
(1) before taxes

profits FControlled Foreign Corporations returns foreign Total Business and profits Current
ar e

Irico .1ge
Actual

di ib icorporations asset,
receipts

(less deficit) earnings Foreign Was
str ut o n
In current

s Subpart F
Inco m

before Wes and profits Income (net) Year
e

before taxes taxes (net )

(1) (2) (3) (4) (5) (6) -(7) -(B) (9) (10)
Manufacturing-Contime d

machinery. except electrical... ... .... ...
Under $10 ODO 000

45 725 69 .531 .377 56,664 .442 8,821JR) RGM964 3.600.264 3.=516 3,747,000 196 93 3, . .. .... ... .... ... .... .... .
$10,DDO.000 under S25,DDD,ODO

33
43

87
261

763 .702
4 193 162

967,028
4 825 4ag

50.845
337 297

76.234
491 29

21 .030 22 .452 26 .97B
,

5,84 2
$25 .000,DDO under $50.000.ODO 39 141

. .
4.985 .212

, .
4 543 420

.
341 914

, 2
474 729

151,144
150 365

148 .309 197.650 29 .97 1
W .000,D00 under $100.000 .000.. 32 103 7.301 .T74

. ,
6,559.976

.
569 .435

.
728 834

.
199939

144 .184
160 2"

268,964
224 42

33.229
$100,000.000 or more. .... .... ... .... ... 22 133 52,287 .527 41,468,529 7.522 .2n

.
7.854 .675 3,OT7:785

.
3.104113,328

. 5
3 .000.964

33 .740
96.15 1

sectrical and clecoonic equipmumiL
Under $10 0w 000

713 48.874.023 46,842,782 41,11Z5711 4.713.012 1 .037.296 1,023.698 1.143.683 269 031. . ... .... .... .... ... .... ..
S11 Under $25 DD0.0W11 11 3926 96281

638,766
4 451 867

1,207.404
5 727 146

45.593
479 871

96 .399 34,867 33.635 25.508
.

8,631'2': im ,

000:DDD dc $50 :0DO.000 30 148
. .

5,lio'197
. ,

6 061 365
.

388 825

586 .740

540 963

137,824

151 1 8

13S,111 234.405 36.456
$50 DOO DDO under $100.000,000 ..

66 666
26 89 6.262,734

, ,
7,201,875

.
812.548

,
881 459

, 3
178 632

143.870
175 431

1".4" 18.560
$1 . ,000 or more.. .... .... .... ... .. 19 99 32.202.458 26,644 .992 2.385.734

,
2,607.451

.
534 .835

.
535.651

244.356
494.671

38.575
166.809

motor winclas and eQuirument. ..
U der $10 CDO 000

14 268 63 .075.879 81 .91Y1 .610 3,279.031 3.854.659 1 .294.430 1,364.034 1 437 032 186 61 6n . . .. ... ... .... .... .... ... ..

$10.000.000 under S25,000,oDo
6

13
i s
00

154,762
1 269 813

237 .46 8
2 365 113

-538
.19 603

14.307 4,158 2.995
, .
, 3 .268

,
691

$25.000.000 under $50.DW .ODD 13 41
, ,

1 .422 .391
. .

1 .616 .114
,

113 299
96.937

160 126
31 .972
46 261

23.383
44 445

13.852 1,031
$50,000.000 under $100 .000,000. . 8 42 3 .D13.443 4.003,070

.
201 .419

.
238 510

.

62 174
.

66 759
19,26 5
3

17.481
$100.0D0,DG0 or more. .... ... .... .... ... 10 87 57,215 .46S 73,679.04! 2.984 .454

,
3 .344.778

.
1,149,865

.
1.226,452

1 .25 8
1 .369,369

11 .529
155,88 5

66 381 24.873.374 9 .964,847 1,110.436 1,398.410 301 .793 305.100 421JIM 248 19420
42

4 3
147

386.853 326,892 14,856 23 .789 5 .534 6 .047 6.012
.
16 3

32 98
2,367.210
3 537 039

1,672,635
3

79.588 189 .662 46 .357 47 .539 69,371 24 .530

27 50
. .

3 534 456
,127,326

1 103 461
212.800 2T7 .791 86,376 86 .985 59,478 18 .23 1

20 43
..

15 047 616
, ,

3 734
92,320 156.402 19,545 19,680 84.129 30.728. . , ,532 710.872 750.765 143.981 1".849 202.015 174.542

5 51 1 .467.742 60,783 631 49.041 528 1 .044 - 6084
4

8
3

71 .364 6,51B 1,632 4,423
-

-
1 480.71~ 33 .91~ .38.13 6.9~~ 511~ 1 .0t! 6T

1nx 1 l1
61 333 38.306.449 46 .130,962 1 .669 .317 1.949 .026 435 .009 426 .1155 489 011 170 74 7"11&,= 21
41

33 291 .920 405,896 14,386 34,528 3 .692 3,325
.
2,795

.
3 .71 5mic,

W0
"

125,WI 28
124 1 .902,837 4 .705.744 132 .205 189,950 67 .194 66,602 72,277 4 628

n
:.

$50.

der

.
2

1

7 D
47

Z707.017
3

4.29Z 147 191.636 235,022 49 .546 47.286 57,167
,

27,791
$100.000,000 of more .... .... ... .... .... .... .. 1 5 59

.238,655
30 166 021

4.996 .561
31

74.016 175.368 43,721 40.536 21 .01010 9.958. . .738 .616 1,256.875 1 .314.15B 270.856 269,107 335.772 124,655
Wit .1-le trade. .... ... .... .... .... .... ... .... .

Under $10 000 000
32 169 22 .156.407 31,993 .622 826.4B7 1 .026.916 164491

'
161.186 244 187 32 280, . . .... ... .... ... .... .... ..

Il1 01 1W I $25 000 .
10
21

15 131 .632 207,338 -3,725 6.981 583 528
.

1,102
.

3 71 5:g :00 ride; . .$25 0. . u .-
$50 000 000 14

67 1 .051 .780 3.5W,5a2 59.211 91.459 31,503 30,286 25,965
.

3.636, ,
$5D= under $100,000 ooo 11

33
24

1,295,587
1

3,345,790 74.687 98.969 23,646 23.680 20.441 1.665, ..
$10 - ODO or more. ... 6 0

,663,448 3,905.263 14 .176 95,415 23.406 21 .679 '9.581 2,659. ... .... .... ... 3 10,013.959 20,954.85G 682.138 734,091 85,350 85 .013 187.097 20 605
Inne,c" insurance -1 raw ecter, . 119

.
... ... .

Under slo.gea (Z6 .

* .
33

871 179.847,139 25,555.032 3.603 .201 4.142.392 aw .010 843 .291 578,365 362.347
. 00. .... U.

ur"

i~ 69
6 6

211
579 .887 346.919 36.592 50,208 13 .465 13.036 3.145 588000 . .. .... .... .

rider $ .: 000 45 140
3.464 .283 1,133.056 88.047 175 .125 40.332 30.028 35.571 5 .420

,
.. .... .... .

rider $100 .0DO.Doo ., 56 131
4.937,956
9

1,211,123 193.473 264 .369 45,150 47.109 2B .627 10 .905
more .... ... .... .... .... .... .. 63 323

,527,007
161 338 036

1,586,375
21

182.463 246 .T73 45.734 44.914 31 .800 12 .153. . ,277 .559 3.102.626 3.405 .916 721.330 700.203 479 .222 333 .28 2

..... ..... .... .... ... ..... ... .... .... . 41 444 114,681,555 11,785 .9se 1,752,667 1 .972.616 489.544 485.7T7 210 256 197 270,j,, . .... .... .... .. ... .... .
o0012 5

12
23

25 219,945 59,573 7,758 12,458 2.527 2.690
.

1 .449
.
588

$2
.:=:' ~25:-:000 urid , 0 1

'

88
1

1 .444,902 359,255 7,564 46,998 12.720 14.246 7.0" a.'0 0'

L~~ under $100"" 52
6 2.151,353 253,528 64,080 75,905 ii'm li .aa5 9.174 548

11 66 -
25

73 5,256.765 630.228 94 .157 121,999 16-060 15.393 20.625 80 1

'O
197 105.608 .590 10.475.111 1,579,11D6 1 .715.256 446 .391 441 .562 793179 32195otno,,s at end .1 table

1 , .
1

.
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rabm ii-Numbw of U.SL Copanition Reeams and Number,. Te"' Ass,ats. Reoeflots, Eantfing5, Teorars. and Distributions of "Top 7500" Controlled Foreign Corporations,
by Selected industry of U .S. Corporation Filing the Return and Selected Country of Inomporation of "Top 7500* Controlled Foreign Corporation
(money "cunt, are 1. th-da .1 d.Nual

'qop 7500" Controlled Foreign C,,P,,Ml,n,
Fo,eign corporations

selected I'd-hy or U .S . Number .1 Earnings With current earning s
c01P0'atJ01 filing the return U.S. Number of and ports and profits (,) Foreign Total

and selected courtry of corporation foreign Total Gross (less before taxes Income distributions Subpart F
ln, .,p .,.V

.h
of

I-r.p 75M'- returns corporations assets receipts deficit) Foreign taxes w of Inc.. .
Controlled Foreign before Earnings Income (net) earnings
Corporation taxes and profits taxas and profits

I before taxes (net)

All industries, total
(10)

Ali geographic areas. total. ... .... ... ... .... .... . 714 7.5W 740.395.6T9 509

. -

.940 56 .590.619 62.966.595 19 .229,025 19,034.715 21,730.T62 4,223 .31 6
Canada .... .... .... ... . . .... .... ... .... ... .... ... ... ... ... .... .... .... 432 w IlZO56 .545 103,143,181 0,793.748 9.295.667 3,470,221 3,419.265 3 .411.443 170 .84 7
Latin America, total.. .... ... .... ... .... ... ... .... ... ... .... .... 209 959 62.768 .032 45.957.256 5.121,667 6.372 .419 1 .389.464 1 .388.833 2 .286.426 535 85BBrazil ..... .... ... ... .... ... .... ... .... ... ... -. ... ... ... .... .... .... 157 279 19,104216 21 .047,487 2 .388.146 2.911 .436 856.325 860,282 981 .442

.
41,70 8Ecuador .. ... ... .... ... ... .... .... .... .. .... ... ... ... .... .... ... :. 9 258 :9 1 5

8' "8
20045 2 572

0
3,817 3,801 7,198

-Mexico . . ... .... .... .. .... .... ... ... .... ... .... ... ... .... ... .... ... 97 ISO 6,229,438 S.H7:206 1 52:932 47 :14 3
0

136.412 124 .603 139.066 11 .61 4
Panama (including Cana[ Zone) ... ... ... .... .... ... .. 86 156 20.881,082 7,401 .268 1.419.962 1.5499 0 104 .714 103 .213 815.114 402

.00
8Wna-l.. .. .... .... ... ... .... .... .... .. .... ... .... ... ... .... .... . 56 69 1 .782 .

997
1.645 .730 101 .946 162156

54

.739 55,464 49.992 1.448
Other Western Hemlaphar~ total ... ... .... ... .... ... .. 329 623 85.135.354 24219 .911 3.366 .919 4,140.2T7 33

7 65 1
335 .392 1.6623 1,792.742The Bahamas. .... .... ... ... .... .... ... ... ... .... ... ... .... .... . 39 59 7.400 .370 7:173,147 423.aBl 651 .985 12 1 :3 1 6 121 .487 30 :888 690 3

Bermud ... ... .... ... .... ... .... .... ... ... .... ... ... ... .... .... .... 202 311 25,679,727 10 3DO 485 1,408,581 1 .737 .363 57 .966 54 .269 7 N761 .04
51

0:069Netherlands Antilles... ... .... ... .... ... ... .... ... ... .... .... 106 250 51 .886,232 6:745 :540 1.552 .260 1,750,929 158 .349 160 .637 792 ' 646 1 .213,62 1
Europe.

total. ... .... ... ... ... ... ... ... .... .. .... ... ... .. .... .
.. 490 3 .696 383 .735,353 328062275 30.411 .912 33,066.332 10.753.527 10,608,741

11 .

374
9'6

1

.444519
. ..Au~tfla,

... .... . .... ...
.... ... ..

3'
48 3 .534,008 3:616:766 347 261 319 314 77 .664 77 .603 210 :46 7 52:4 8.

Belglu
.. ... .. . ... ... .. ...

1
82 205 17,675,089 15.293 .609

:1.
498992

:
"546 741

5
10 .273 521,992 436 .424 203.430

.... .. .... ... .... ... .... ... .... 41 so 2 .088.266 2.804.282 330 .293 345.431 137,242 137,153 1
4

43 .0 1 4Ran 0 cluding Andorra).. .. .... .... ... ... .... ... ....
ce n

236 447 30,325.388 41,244,103 2.632 .199 2.956.605 1,185 .480 1.154 .536
7
60,910 3,221Italy (including San Me,!-) .. . .. ... ... .... ... .... ... .. 181 332 31,187.410 26,799,899 2.833 .5D5 2.941 .872 1,054,561 1.056.900 581 .115 11,108

Luxembourg.
. .... ... . . ..

23 29 4 .648,678 1 .077,007 100 .828 129.295 45,312 47,864 45,813 4,427
.. ... .. ... .... .. 188 338 28,515.126 23,648,159 2."1,280 2.692.462 434.529 4D4.975 51 3 341 70,937No,

ZY . ... . . .. . ... ... ... ... .... ... .... .
.
. ...

.
.

33 39 2,062.359 3.167.D47 262 .610 316.438 116.240 112.663
' :1

5 66 2.861
Spain-

. ..... .. .. .. . .. ... .. . ..
124 177 12,636.103 11,287.678 945 .225 1,169.126 312,251 311,363

3
76 .638 2.81 0

.. ... .S-den--- *.. .... ... .... . _ ... .... ... ... 57 69 3 .086.842 3.922.891 381 .429 405.195 220,936 215,254 31 193 2 15 9
Switzerland - ... ... .... .... .. ..... ... ... ... .... ... . 135 225 29 .23B,465 21 .754.231 2.325 .876 2 .390.760 281.419 2B5.423

3
9 3

:3
7

8
62 :226United Kingdom. ... .... ... .... .... .. .... ... ... .... ... .... ... ..

381 11058 146 .804.566 97.260.938 9.798 .051 10 .505.116 3,564,157 3.496.719
a t

4.905 .0 238,21 4
West

Germany .... ... .... ... .... .... ... ... ... .... ... ... .... ... 244 512 64 .478,587 68,645,539 5,508,139 5 .850.534 2 .647,352 2.630,013 1,908,247 102.636Atim t

total ... .... .... ... ... .... .... ... ... ... .... ... ... .. 124 251 12.572,138 10 .594.605 1 .1G4.119 1 .394.050 361 .295 373.8T7 405 383 45 .701
ubc'l ..

- '** '* ,,- ' '''' ''
46 59 6.815.184 2,052,434 163,842 336.7118 6,023 6.196 41:93

6
45 343

South Na m lb la) ... .... .. .... .... ... 70 88 2.882.167 4,572.014 291,814 356,861 96,468 103,101 151 72
7

.
24OPEC countries

. .. . .. .. * ... ... . .... ... .... ..

1
1 14 1.531 .707 1 .761 .971 448.084 457.255 171 .108 174,346

,
151.83 1

Asia, total. .... ... .... 228 671

51

.510,343 52,443.1153 5,751 .421 6.330 .512 2 .245.480 2 .246.048 1 .804,528 181 27 8Hong Kong 97 145 16,135 .149 6 .086.086 920.T78 1.03 7.828 150.187 150,334 406.B95
.

90,52 1Ind- 13 16 742 .012 2.735,790 505.394
1

5 9 .157 286 .400 286.661 6 300
-Japan OncludIng Oki- and Rykyu). .

1
29 19

5
19.762 .444 27,987,988 2 .779.352 2,947,153 1.491 .637 1,484.065

.
989,180 9 13 5

Middle East co-WeS (excluding OPEC) 16 23 691 .150 400.624 60.417 85,550 10.317 12.084 7 596
.

4 49 1OPEC countries (excluding Indonesia) ... ... .... .. 10
1
2

1
. 098 .155 179 .065 46.316 19,688 127 6,121

,
42 156

.
100Philippines 30 34 1,261 .361 1.741 .794 141 .773 148 .752 63 .729 65.555

.
56.693 8,56 3

Oceard~ total 199 374 26 .785.963 19.649,060 1.556.018 1 .857.595 562972 550.144 440.587 49 204A.shIll. .... .... 195 321 24.644,794 17,964,722 1.411 .112 1,689,413 490 :1 57 485.091 396.1" 49:120
Puerto Pike and U-S . Possessions. total 53 06 5 .231,952 5.594 .799 484,815 509.743 111.414

1

11,414 145.010 3,137
OPEC ...rules, total (Induced be-)

I -

120 5 3:L

1 SO'

526,392 257.477 1,548
Tax hewn COurilme5. total &MILKlad abOW),-,.

.8'

29

., :

:S24

sa

1 ;:Z1 :9 13 1 . 21 1 ;': .1 .1 1 1

1.

497 .262
5.

033,452 3 .229.172

Footnotes at end of table.



Table I .-Numbei, of U .S. Corponation Returns and Number . Total Assets, Receipts. Earnings. T"es, and Distributions of *Top 7500' Controlled Foreign Corporations,

by Selected Industry of U .S. Corporation Filing the Return and Selected Country of Incorporation of "Top 7500' Caribrolled Foreign Corporation - Continued

[Money amounts are In thousands of dollars]

-lop 7500-- Controlled Foreign C .rporrill.rur

~cualg, corporations

Selected Indus" of U .S . Number of E-9mg. with current earning s

d fit + Foreign Total
corporation filing the return U.S. Number of and profits an pro s ( )

ib i S b t F
f corporation foreign Total Gr .. . (I." before texa,

- -_

Income distr ut ons u par
and selected country O

ncwpo~atlom Or "Top 7500" eturns corporations assets receipts deficit)
: -ror_ rI g:

taxes

netl

our of

.c;1

Income

d
Coftoned Foreign

before

taxes

JaE., ra

and profits

nor e

Wes and profits
Corporation

. : ..

before We,

'nat,

(net )

(1) (2) (3) (4),4 (5) (T) (10)

Mining 5
25 lie 1,141*1" 3,4T2,411.424 550,,,, 510,1" .3,0413 513,91 111*M

An qwgraphic araea, total.. .... .... .. .... .... ..

17

'

171 62323 5 542 25 429 3,803 1.947 10 .976
C. ... ... .... .... ... ... .... ... .. . .... ... .... ... . .. ... ... .... ...

8

11

29

595660

' '57224 7

F

51 3 I

_.

.

513 T56

,

-1,676

.

69,452 16 .657 12. 72 213 .133 17.500

Latin America. total. .... ... .... ... .... .... ... ... .... .... .... .. 11 .
363 596

1" "

S

.

171 556 27 818 27 .831 9 .39? 9,397 - 10,000
er-11 3 5 . . .

Ecuador . . . ... .. . . . . .. ..
. .

Mexico
** ... . .. ... . . .- - ' ' 15 711 283

.5

.

4205 04 -32.011? 30.80! 2.68: -a7! 208,83! 7 .41 :
Q C. -l Zone). .... ... .... ... .... ...Prmema (inJ.tf. If . . ~

Wne-la . .... .... .... ... .... ... .. . .

Other Western Hemisphere. tortal .... ... .... ... .... ... 1~ 2! 1.625 .5 397,41! 224,24! 227.962 64.985 65.15! 151.27! 30.42~

Th. Bahamas. .... .. .... ... .... .... ... ..... ... -.. ... ... ..... ...
1 1 40 9480 62 119 34 .845 38 272 3,525 3.525 28 .012 21 11 2

:Bermuda. ... ... .... ... .... ... . . . . . ... ... . . .... ... 10
7

9 .
641 .579

,
55,622 19 .872

120: 6
4 2.272 2,438 1 .762

3 1
9 3

Netherlands AntIlle,. .... .... . .. ... .... ..
39 2 362 519 2 112 755 506,282 667.051 414.775 Q3.413 170,139 56.938

Europe. total.. .... ... .... ... .... .... .. .. ..... ... . 1 5 . . . .

A Witt. .. .... ... ... .... .... ... .. ..... ... .. . .. . .. ..
Belgium. ... ... .... ... .... ... .... .... . . ... ... ..
Denmark. ... ... ... .... ... .... ... ... .... .... ... . .. ... ....

cfud`vg Andorra) ... .... .... .. .... .... ... .... .Fran e (~c u
Italy

in,
ding San Mtulno) ... .... ... .... .... ... - -

-

-
Luxembourg.

' -- ' - ' - - . ... ..Netherlands..
... .... .

194 .42! 171,486 10,391 19.77! 5.18! 5 .16~ 7.79 ~

Norway .... ... .
.. * * - - . .. .. . ... .Spain... ... ... ..
. * " .. . . . ... ...Sweden.. ... ...
. .. . .. . .. .. . . .. .... .. . . .... ... ... . .SWUed.nd ..

. . . .. .United Klng~~W. 21 2,039.541 1.835.81 : 557,81!

-

627,59~ 406.66! 395,33! 167 .TTI

-

49,14!

West Germany..
3 11 606 39; 215.863 26.122 3D 532 297 304 2.1155

Africa. rated.. ... .... .
Uberla .. .... .... ... .. . ... .. .... .... ..

1 .
589,051 215,86~ 26.52! 30 :532 297 304 2 . 5 1

South Africa (Imci,4mg Namibia). ... .... ... .... ... .. -

OPEC

cc ntries. .... .. .... .... ....

ASK raw ... .... ... .... ... .... ... . I. ..... ... ... .... .. . ... .... .. ...
Hong Kong _. .... .. .... .. . . . ...
mdo-la. .... . . ... .... .. .. . .... .... .... ... ... ...
Amn (Including OkInaws, and Ryukyu) ... .... ... -
Middle East countries (excludlng OPEC)0MC

c-,les (excluding Indonesia).. .. .... .... 7 .

Philippines .... ... ... .... ... ... .... .... .... . . ..
3 3 loofli 52.685

11-911
16, 44 27U 8 .433

ocearde.
Aust, 11.. .. .... .. _ ... ... ... .... .... .. ..... ... ... 3 3 100.071 52.685 11,941 16 .244 270 8 .43 3

Puerto RICO and U.S. possesions. toual_ . - - -

OPEC cournales
. "

'luded b-) .... .... ....

L̀ B=1.

.
08 ;230 310 242 1 73 19~ 1 1 3150.10~ 47.879

Tax hwm countstaS. Ic tW rxhWed 19 56 3.159.861 11023,662 . 1 . .

lo-1- .1 and or tatol ..

:rable I .-Nundw f U.S. Coponatfors Returns rend Numb-. Total Aureole. R-eipts, E.-Ing .. Taxes . -d Oitriburtions of *Top 7500' Controlled Foreign Corporations,
by Selefed Industry of U .S. Corporation I'lling the Return and Selected Country of Incorporation of 'Top 7500" Controlled Foreign Corporation - Continued
[Money am.-. are In -sand. of dollar.]

'Top 7500" Controlled Foreign Corporation s

-7-oreign corporation s
Selected Industry of U .S . N,mba, of Earnings with current earnings

corporation filing the return U.S. Number of and profits and profits (,) Foreign Totaland Selected country ofincor

orati 7500 "1 "T
corporation foreign Total (lasa before taxes Inc. . . distributions Subpart Fp on . .P re,bam; corporations asset . 'ecalptS deficit)

-
--T-oreign taxes

ut Of

Incom eControlled Foreign before Earnings Income (net) eo

_"gs
Corporation

taxes and profits taxes and P,.fitS
before taxes (net)

Metal rnInIng

Ali geographic aress, 3 18 637.713 324.631 38.415 58.669 9.619 9.5m 22.970 1ZS53Canada.. ... .... ... .... .... ... .... .... .... .... ... .... .... .... .. .... ... ..n

America, total ... ..... .... .... ... .... ... .... ... ... .... ... .
B-11
Ecuador . ... ... .... .... .... .... ..

.
McAco

.. . . .. .... ... . . . . .. ... .... . . ...Pan.
. "'u""

Canal Zone) ... .... .. .... .... .. ...
Vene-I.. .

.. . . .... ... ... .. . ..Other Waste rn Haad,pm,. . tt.L.. .... ... ....Th. B .h .. S

Bermuda
Netherlands Antilles. .... .... .... ... ... .

Europe. total. .... ... .... ..... .... ... .... ... .... ... . .. ... .... ... ...
A .Sal

3 10 234.262 204 .045 23.155 2-1,T70 6.8 30 6,741 5--M 7.792
Belgium .... ... ... .... .... ..... .... ... .... ... .... .... ... ... .... ... ..
Denmark ... .... .... .... ... .. ... ... ... .... ... .... ... .. . ..
France (including Andorra) . .... ... .... ... .... ... ... ....
Itery (Including San Marina).. .... .... ... ... .... ... ... ..
Luxem bourg ... .... ... ..... .... ... .... _. .... .. .... .... .
Netherlands ... .... .... .... ...
N .. . .... ... .... .... ... ..... .... .... .... .. .... .... .. ... .... ... .

'p .. ... .. .... . . .. .... ... .... .. . .... .... ... .. .... .. ..Sweden .... ... .... .... .... .... ... .... .... ... ... ... .... .... .
Swilzedend ... ... .... ... .
United Kingdom .. ..... .... ... .... ... . .. ... ... ...
West Germany., .. .... ... .... ... .... ... ... .... .... .

Africa,

t

.tal_... .... ... ... ... ... .... .... ... .... ... .... .. .... ....
Ubefl.

' ' - -* - '- ' ' " ' * ''' *,, ,,- , , ,, ISouth ;~~ic Vncu. d 1nq N OM ibia). ... ... .... .... .. ...
OPEC

countries
... ..... .... .... .... ... ... .... ... ... .... ... .

ASK
total

.... .... .... .... .... ... .... ... .... .. .... ... .
Hong Kong ... .... .... .. . ..... ... .... ... ... .... ....
Ind

.nes

... ... ... . .I. ... ... ... .... .. . . . . . . . .... . .. .. ..laptn (IncludIng Okinawa and Ryvkyu) .. .... .. ..
Middle East countries (excluding OPEC )OPEC co.

ntrl 3 exC Iudin 9 In do IS )n
aa aPhilippines . . . . . . .. - . . . . . . . . . . .

Oceania. I
Mi * * * .. . .. . .... *.. .... ... ..- '~:A .,rtmll - " -- '

... ... .. .... .Puerto Me,

and U S

. P-1-I.mt . total

OPEC countries

.

mat (Included show )

Tax hawm COWThfas. total (included abow). .. ..1 3 7 265 975 148 740 20 0go 24 2 0 1. . . . 9 4 .459 4,348 1 .697 12 .55 3
Foomotes at end of table.



0

[Money amounts are
I, thousands of dollars )

Table I .-Nuffintiff of U .S. Corporation Returns and Number, Total Assets, Receipts, Ealmings, Taxes, and Distributions of *Top 7500' Controlled Foreign Corporations,

by Selected Industry of U.S. Corporation Filling the Return fund Selected Country of Incorporation of 'Top 7500' Controlled Foreign Corporation - Continued

"t op 75fil Controlled Foreign Corpor .00-

Foreign corporation s

Selected Industry of U .S. Number of Earnings Mth current earnings

d fit +) Foreign Total
oration filing the retur ncor U .S. Number of and prollts an pro s (

S b t Fp
f corporation foreign Total Gross vess before taxes Income difist,lbutiom u par

and selected cow" o

oration of 'Top 7500"incor returns corporations assets receipts deficit) Wes put of Incom e

p

Controlled Foreign
before

taxes

Emlna
taxes

imet) earning s
and profit s

Corporation
t (net)

1 (2) (3) (4) (5) (6) (7) (8) (10)

Oil and gas extraction

87 213 4535 2 909 780 769 .976 933.851 487,356 471,253 530 .984 75,221

AN geographic areas, t0teL .... .. .. . ... ... ... .. 17 .. . .

7 2311 1 154 562 3 .731 -

Cemada~ .... ..... .... ... ... .... .... ... .... .. .... .... .. ... .... ... ... .. 4 5

2

183.785

947 63

73 .568

436 26

4.697 .

50.032

.

14.261 9 .67~ 213 .113~ 7,501

Learn Americe, total ... .... .... ... .... ... ... ... .... ... .... ... .. 19 ~ . 1 . !

B-I .... .... .... ... .... .... ... ... .. .. . .. . . .. . . .... .. . . .
Ecuador .. ... .... .. .... .... .. . ... .. .. . ... ... . ... .

- * - ' *' ' -' . .. .
622 :59 127 559 -37.434 25,47! 2.591 -96~ 208.832 7 .41 :

arwd ione) ... . . .iCPanama iinc ludlng ~ .

Venezuela.. .... ... ... .... .... .... .... .. .. . . . . .. .. ..
1 431 79 370 381 211.24? 214.960 64,846 65,01j 149.5 17.95

Other Western Hemisphere, total ... ... .... ... ... ... ...

The Bahamas ... ... .... ... .... ... .... ... ... . .. .... ... . . ..
7

. , i

353 046

. ~

40 .484 24 .023 -27.451 -3 .525 3525
:

28.012
5

10.679
7273Be, ud .... .... ... ... .... ... .. . . ... .... .... . . .. ... .. . ...

6 8
.

575.163 50 .226 17 .692 17.984 2,132 2982 6

:Netherlands Antilles _.. ... .... .... ... ... .. . . . .. ...
26 2 087 157 1 831 559 558,489 634.644 407,114

395.541 164

. 544 14749

Euro a. total. . .... .. . .... ... .... ... .... ... ... .... .... .
P

9 , , . . -
-

Austria. ... .... ... .... .... ... ... .... .... ... ... ..
Belgiu m
Dem n
France (Induct g Andorra). .... ... ... ... ... ... ....hady (inch

ding !3an Marina). .... .... ....
L- bou,g ... ... .... ... ... .... .. . .... ... .. ... . ..
Netherlands ... .... ... ... .... .... .. . .. . .. ... ..
Nom y .... ..... ... ... .... ... .... ...

.. . ... .. ... ... .... ... .... .... .. . ... .... .. ... . . . ....Spain,Swec
h . ..... ... ... .... .... ... .... .... ... ... .... .. I. ... ... .... ... .

S mu"l.nd.. .... ... .. .... .... ... . .. .. ... . . ... ..
United Ming m .... ... ... .... .... . .. ... ... . .. ... ... . . .... .

1,930,032 1,693 .61! 545 .531~ 614,90~ 403 .36? 392 .01 162.171 49,14:

West Germany ... .... ... .... ... .... .... ... ... .. ... .. ... ..

Africa. total.. .... ... .... ... .... .... .... ... . . ... .... .... ... ... ... ..
Ulberla

"' " ' "" * '' ' ' ''" '' ' ' ''* ''' ,g Na m]b ]s) ,. .. . ... ... .. . ... .iin cludinSouth Xiricacountries . ...
. ... .... ... .... .... ... .. ..... ... ... ... ....

OPECA l.. I . .... .... ... .... ... .... .... .... . . .... ... .... ... . . .... ... ..a
'eng Kong.. ... .... ... .... .. . .... ... . .. . . .. .... ... ... .
Indone ta ..... ... ... .... . _. .... .... ... .... .. .... .. .... ... . .. .
Jopw oncluding Oki- and Ryukyu) .... ... ...

st countries (excluding OPEC).. .Mlddfle !c ~
aAlles (excluding lndonesla). .... ... ....OPEC pme

Phill, a . .... ... .... .... .... .... ... .... . .. ... .... ... ...

111-j"
total -- .. . . .... .... .... .. . ... .... ... .... ... .. .Austral*.. ..... .... .... ... .... .... .... .... .... ... .... ... .... ... ... .

Pumt, Rico and U.S. Peasesslons, toted.. .. .... ..

OPEC -exerles, total (Includedl ab0_) .
.-- -:= ~ ; 755 280 193 39~ 269 35~ 68 34; 65,0~ 3W.409 25,075

ab-)_Tax ne- couvales. I (Inaudd . 14 2.645 .88 . . . -

. end of table.

Uble
I .-Numb- of U.S. Corponeffm Fleounnes and Nunnbew~. Total Azaes, Receipts. EamingS . Taxes, and Distributions of "Top 7500' Controlled F-Ign Corporations,

by Selected Industry of U.S. Coroomition Filling the Return and Selected Country of In-ponation of *Top 7500' Controlled Foreign Corporation - Continued
(Money .. .ums ... In th .-nd. of do".,.]

-7op 75M" Controlled F-1g, Corporations

Foreign corporation s
Selected Industry of U.S. Number of Earnings with current earnings

corporation filing the return U .S. Number of and profits and profits (+) Foreign Total
and 'elected country o f

' "

corporation foreign Total Gross (less before taxes Income distributions Subpart F
Top 7500Incorporation

of
at ... corporations assets -elpt, deficit)

__
___F0_retgn taxe out of Income

Controlled Foreign before Earnings I (net) earnings
Corporation

bores
and profits

=

and P,

.flt a

before taxes (net )

(2) (3) (4) (5) (6) (7 )

All other mining

AN geographic arms. total. ... .... .... .... ... .... 6 13 693,956 238.012 42 .322 44.157 3.524 2.260 19,252
Canada.. .... ... .... ... .... ... ... .... ... ... .... ... ... .... .... .... .. ....

Latin Ameflae, total ... ... .... .... .. .... ... __ .. .... ....
Brazil

.. ... .. . ... . . . .. . .
a

' ' - -Ecuac -r

' -- -Panama (Inc1iu&q CanaI Zone) .-, ... .... ... .... . . .
Venezuela. .

Other Western Hemisphere. total.:. .... .... ... .... ....
The Bahamas.

.

. . .. .... ... ... ... . .... .. .. ...Bermuda ...
- ' " * .... .... ... ...Netherlands Antilles .. .... .. .... ... ... .... .... .... ... ...

Ewope, total
* ... . .. ... .. ** -Austria.. .... .... .... ...

..
.... ... ... ... .. . ... ... .... .... .... ... ...

3

-

3
-

41.100 77 .151 4.638 4.638 831 83 1

Belgium .... .... ... ... ..
. - * . . ... . . ... ... .... .. .Dempark ... .... .... ... ... .... .... .. .... ... .... ... .... ... .... ... ...

France (na uding Andorra) .. ... .... .. ..... ... .... . . ...
: 2
.Italy (Inc

g San Marino) ... ... ... .... .... ... .... ....
Luxembourg .. ... .... ... ... .... .... .. .... ... .... ... .... .... .... .
Netherlands ... ... .... ... .... .... ... .. .... ... .... ..
N .-y. . .. .... ... ... .... ... .... .. .... .... .. .... .... ... .... .... ...
Spain .. .... .... ... .... ... .... ... .... ...
S.edah .... .... .... .. .... ... ... .... . . .... ... ... .... .... ... .... ....
S'duerland .... ... .... .. .... .... ... ... ... .... ... .... .... .... .. .. .
United Kngdorn.. .... ... .... .. .... ... ... ... _. .... ... .... .... 3 3 41,100 T7,151 4,638 4 638 831 83 1W-t Germany.. .... .. .... .... ... ... ... .... .. .. ... ... ..... ... . - - -

.

Africa, t .tat.. .... .... .. .... .... ... ... ... .... ... ... .... .... .... ... ...
Libed. ... .... .... ... ... .... ... .... ... ... .... .. .... .... ... ..... ... ...
South Africa (including Namibia) . .... ... ... ..... ... .
OPEC countries . .... .... ... ... ... ... .... .... ... ..... ... ...

Asia total... .... ... ... .... .. .... .... ... ... ... .... .... ... .... .... ....
H -ng K no .. ... ... .... .. .... .... ... .. .... .... .... ... .... .... ... .
Indonesi.. .... ... .... ... .... ... ... .... .. .... ... ..... .. .... .... ....
Jamun Onclu'lng OkInawa and Ryukyu) .
Middle East countries (excluding OPEC )OPEC

countries (excluding Indonesia).. ... .... ...
Philippines .

. .. .... . . ... .... ... .. .. . . . . .. ... . .. ... .O-je, total.
Ausballa

., .. .. ... . .. ... .... .. . . .... ...-Puerto FUM and U.S. Pow-al.ms . totalOPEC a
.umblea. total (Induced abow)

'*Tax hewn countries. total (Included ;~ O_)

Footnotes at end of table.



Table I .-Number of U.S. Corporation Returns and Number, Total Assets . Receipts . Earnings. TaIuss, and Distributions of 'Top 7500" Controlled Foreign Corporations,

by Selected Industry of U .S. Corporation Filing the Return and Selected Country of Incorporation of "Top 7500' Controlled Foreign Corporation - Continued

[Money amounts are In thousands of dolla,S]

"rop 7500" Controlled Foreign C .,p-lare

I.raign corporations

Selected Industry of U.S. Number of Earnings Win current earning s

corporation filing the return U .S . Number of and profits and profits (+) Foreign Total

lected coun" ofd corporation foreign Tonal Gr... (less before Was Income distributions Subpart F
sean

incorporation of -rop T5W' returns corporations asset, receipts deflcit) oreign We . out of Income

Controlled Foreign befor e

Was

I

Earning s

and profit,

income

taxes

(net earnings

and profit s
Corporation

before Was (net)

(1) (2) (3) (4) (5) (6) (1 (a) r (9) - (10)

Construction

l 11 61 2 714 072 2.166.376 181 .484 219.067 50.275 39,800 91,461 28.153
AD gel7aphic areas. tota ... .... ..... ... .... ... .

7 12

, .

283 844 276 .794 52.294 56,240 20.080 18 .944 32 .790 4,291
C-da... ... .... ... .... ... .... ... ... .... ... . .. ... .... .... .... .... ... .

4 15

.

545 894 176,66T 64 .942 65,350 11.411 11 .411 16,238 -

Latin America. total... .... ... ... .... .... ... .... .... .
8 .11 3 9

.
146,707 68 .382 7 .346 7.753 1.145 1,145 1 .735

Ecu . .. .. .... ... .... .. .... .... ... ... .... .... ... .. .... .... ...
Mexico

.. ... .... ... ... .... ..... . - . .... ..Par me jinc ng Canal Zone) .. ... .
.
.

. . . .. ... .7

-
.. .... .... ... .ezucla ... ... .... .. .... .... .. ... .. . .... .... .Ve - -

81 317 12133 35 869 5,200 5,253 18,25 1
Other Western Hemisphere. total.. .... .... .... ... ... .. 6 10 640,293 , . .

- -

Th Bahamas ... ... .... ... ... .... .... ... .. . .... .... .... .. .. ..
-

5

-

7 215 137 37,448 13,098 15 .646 - 53 7,484
Bermuda.

... ... . .. * ... ... . .. . 3 3
,

425,157 43,069 20.023 20.023 5,200 5.200 10.767
.. .. . . . .

1 030 553 1 573 017 31 502 55.721 12,088 -3,245 40,561 5.622
Europe. total. .... ... .. - ... ... .... ... .... ... .... ..... ... ... .... .... 7 15 . . . . .

A stria.. .... ... .... ... ... .... ... .... ... ... ... ... ... . .. .
Belgium .... .. .... ... ... .... .... . . .. .... ... .... .... . . .... ...
Denmark .. .. ... .... ... ... .... ... .... . . .... .... .. .... ... .... ..

France (including Andorra). ... .... .... .... .... ... .... ..

Italy (Including San Marino) . .... .... ... .... .... .... ... .

Luxembourg. ... ... .... . .. ... ... .... .... ... .... .... .... .... ... ..
Netherlands .... ... .... ... .... ... .... ... .... ... -.. .... .. ... ... 3 3 303.342 591 .690 -6,303 10.167 3,411 -10,414 10.211 202

N- y.. .... ... .... .. .... .... . ... .... .... . . ... .... . .. ... .
Speln .... .... ... .... . . ... ... .... ... ... .. .. .. . .. ... . . .. . ...
5 aden .... .... ... ... .. ... .... ... . .. .. ... ....
S IMedand ... .... .. .... .... .. .. ... .... ... .... ... ... .. .
~ OB79 74 32 1 355 10,103 398 -1 .110
nfted kingdom-.. ... .... ... .... ... .... .... .... .... . . .... . .U 3 3 !. . ! .

West Germany. .. .... .... .. .... .... ... . .. ..

Africa. total . .... ... .... ... .... .... .... .... . . .... ...
Uberl. .... ... ... .... .. .... .... ... ... .... .... .... . .. .... ... .... .. .
South Africa (including Namibia) .. .... .... ... .... ...
OPEC .-,hie. .. .... .... ... ... ... .... .. . . .. . .... ....

Asla, total.. ... .... ... .... ... ... .... .... ... ... ..... . .. .... ... ... .... 132,79j 15 .32i -1 .351 1.60~ 91 6 .03~ 1,021

Hong Kan ... ... ... .... .... ... ... .... .... ... .... ... .. . .... .. - - - -
Indone Is .. .... .... .. .... .... ... ... .... .... .... .... .... ... .. . ....
Japan fincludIng Olkina- and Flyukyu) .. .
Middi East countries (excluding OPEC)

ecountries (exctudlng Indonesia) ... .... .... .OPEC
Philippi as .... .... ... ... .... . .. .... ... ... ..... .... .... . . . .. ...

O-anda total . . ... .... .... .... .... .

-

. 3

-

4

-

80 .696 43.258 976 3.280 1 .405 1 .405 846
, ... .... ... .... ... .... .... .... . .

Australia. ... .... ... .... .. - ... ... .... .... .... .... .... ... .. . .... . 3 4 80,696 43,258 976 3.280 1 .405 1.405 846

Puerto Rl. . and U .S. P.-slorns . total .... ... ... -
-

- -

OPEC -le, total (Imiuded aboxe) .. .... ... ...

Tax hax- countries . total linclud.d b .-)

.
10 19 1 .132.T?O 703.90~ 64.381 14,025 252 10.211 1 23.873

F--a .1 sna .1 table.

11able 1-Number of i.I.S. Goripconfion Returiis and Number. Tolad Assets. Receipts . Earnings, Troes, and Distributions of *Top 7500" Controlled Foreign Corporation.,
by Selected Industry of U.S. Corporation Filing the Return and Selected Country of Incorporation of "Top 7500' Controlled Foreign Corporation - Continued
[Money amounts me 1, th-nd, of d,M,,]

'Top 7500" Controlled Foreign Corporations

Foreign -p-t- a
Selected industry of U.S- Number of Ea nlngs

'
Wth current amm

g,co,po,:tion filing the return U.S. Nu mber of and p,ofits and P' .Ifta (.) Foreign Tota l
and al.~ted country o f

' "
corporation

f

rclgn To.] Gross (less before taxes Income dishfibutions Subpart F
Incorporation of Top 7500 returns corporations assets receipts deficit) Foreign taxes out of Incom e

Controlled Foreign before Earnings Income (net) earnings
Corporation Was and profits as and prolits

before taxes (net )

(1) (2) (3) (4) (5) (6) (7) (10)

Manufacturing

All geographic areas. total .... .... ... .... .. .. 391 5.519 480,905 .879 498,581 .337 48.5T7 .456 53,532.633 16,916.946 16,r76.485 19.419.131 3,254,710
Canada... .... .. .... .... .. .... .... .... .... ... .... .... .... .... .. .... .... 301 566 80.630 .364 83.647,467 7,440 .371 7.846.023 2,977,900 2.933 .198 3.106,143 147,788
Latin America. total ... .... .... .... ... .... .... .... .... ... ... .... 199 7D4 43.650,012 37,429 .651 4,425,078 5,435,346 1,204.039 1.202,129 1 915 246 467 194Brazil... .... ... ... .... ... ... .... .... .... ... .... .... ... .... .. .... .... 127 217 16.366 .745 19.525,923 2,248 .274 2.692,952 709,901 792,147

. .
941,625

.
31 708Ecuador ... ... .... ... ... .... .. .... .... .... .... ... .... .... ... ... .. 8 8 240 .769 68 .799 16 .021 17.349 3,817 3,801 7 iga

,

Ma.I .. .... .. . .. .... ... ... .... .... .... . - . ... ... .... ..
P

87 136 5.155 .379 5.784,089 113 .612 402,968 119.645 100 .517
.

124.685 11.614anama (including Canal Zone) .. .... ... .... ... .. 50 85 11,749.289 3,160 .319 1 .231,379 1,262,126 72.800 74 .459 569,273 360.807

- ' " ' '.. .. . . .... . .. .. . ... * * *
49 59 1 .614.447 1,563,960 90,417 150 .508 48.307 49 .032 46,206 1 .448Other Western Hemisphere . totad... ... .... .... ... ... .. 176 365 45,800,950 14.135,307 1 .799.821 2.309 .T52 156.213 155 885 1 073 175 1 099 21 7The Bahamas ... ... .... ... .... .. __ 15 25 3,408,669 2.776 .SB8 3,356 223 .055 30,697

.
30,779

. .
61 4T7

. .
56 464Bermuda .

~' 6i " . . .... .... ... ... .. .. . ....
127 196 14,435.583 7.482,640 914.717 l.DS5 .619 41,318 40,665

.
624.271

,
403 61 9a

Nethar ;an a, .... .... .... ... .... .... .... .... .. .... .... 96 142 27 .798,886 3 .076,076 899.290 1 .001 .068 84.199 84.442 387.427
.

639.135
Europe, toted.. .... ... ... ... .... .... .... .... ... ... _... .... ... 317 2.859 249,572.425 2a5 .957.572 27,141 .169 29,193,943 9.611 .254 9.525.924 10 702 705 1 300 81 6AusVia- .... .... ... ... ... .... --.. ... .... .... .... ... .... ... .... 29 39 2,483,529 3 .414.943 333.635 3" .360 72 .322 72,260

. .
208,007

. ,
52.48

0

Belgium ... .... ... .... ... .... .... .... .... ... .... ... .... ... .. 99 160 11,943.365 13 .821,068 1 .385,426 1,424 .574 493 .034 496.276 416,180 203.31 5Denmark. ... .... .... .. .... .... .... .... ... ... .... .... ... .... .... ... 35 42 1 .881,777 2 .175,351 321,698 336 .422 135 .623 135.534 139 210 4France (Including Andorra) . ... ... .... ... ... .... .... ... 196 379 23 .663.nB 37 .656.084 2,530,654 2,837,5134 1,141,046 1,111,114
,

741,553 3 221Italy (including San Martha).. ... .... ... .... .... ... ... .. 144 278 19 .016.102 23 .449.179 2,602.332 2.688.210 929 .992 933,301 560."3
,

11,108Luxembourg .... ... .... ... ... .... .... .... ... .... .... .... .... . 14 19 964.530 794.538 77.026 105.274 34 .653 37.064 45.013 3 779Netherlands .... ... .... ... .... .... ... ... .. . .... .... .... ... .... ... 150 272 23.710,640 20.663,322 2.264.075 2.427.741 399 .522 383.416 473,990
.

60 590N.. .. .... ... .... .. .... .... .... ... .... .... .... ... .... ... .... .... 27 33 1 .790,749 3.103,774 266,946 315.818 116 .210 112,613 51,156
,

2,86 1

Spain. .... .... .. ... ... . . ... ... .... .... .. ... .. .. ... .. . .. . .
..

.
. 101 146 8,925,046 10,611 .554 905,949 1,094.271 297,822 298.041 371 .350 2 81 8

S-c!"'. ., .. . ... ... ... .. . .... .... ... .... ... .... ... . .. ..
49 60 2.718 .828 3.805.227 383 .D54 398,843 219,074 214.388 118,869

.
15 94 5S,A=,,I.n

wr~
99 162 15.744 .314 14,516,737 1.901 .539 1,944,854 253 .201 257.058 909,436

.
0 585 78 1n1ted ftg l

U . ... .. ' "" -'
247 687 82.545 .474 80.845,617 6,182,422 8 .906,758 2.878,024 2,851 .47B 4,470,997

.
184 53 3West Germarry. .. .... .... ... .. . ... .... ... .... .. 198 435 47.734,963 63.800.677 5.DO4 .121 5 .333.383 2,488.724 2 .471,225 1.818,602

.
142 .16 8

Africa, total ... .... ..
. . .. ... .... ..

91 174 9,495 .192 9.011 .021 1 .004 .194 1 .219.364 323.669 333,213 342 226 37 49 1Ulb~rl.. ... .... ... ... 24 38 4,765 .321 1,759 .332 135,439 250.353 2,967 3.014
,

39,424
.

37 .46 7South Afric a
OP

62 80 2.D68 .842 3.760 .254 240,359 304,999 76,377 83 .010 107,500 2 4EC countries. ... ... .... .... .. .... .... .... .... ... ... .... .... 10 13 1 .471 .725 1 .754 .703 448 .094 457.2415 171,108 174 .115 151,545 -
A .le, total .... ... ... .... ... ... .... .... .... .... ... .... .... ... ... .... .. 159 528 35.919.537 47.925,223 5.237.867 5.724 .175 2 .088 342 2 083 260 8441 730 160 255Hong Kong. .... .... ... ... .... .... .... ... . __ _ 52 77 5.095.226 4.053 .252 534 .053 638 .670

.
80.811

. .
(101996

..
364 465

.
69 498Indonesia.. .... ... ... .... .... ... .... .... ... .... ... .... .... ... 9 11 659.841 2,722 .175 504,055 515 .554 285.982 285 .744

.
5,858

.
-

Japan (including Old- and Ryukyu).. .... ... .
Middl

105 168 17.1397.588 26.932 .443 2.717.458 2,851 .511 1,437.307 1.429 .623 977,155 9.135
e East 1, nales (excluding OPEC )

OPEC u ri
13 19 59T.098 349,490 56.071 76 .999 8.398 10,165 3,362 4.49 1countr es (excluding Indonesia). ... .... ... .

Phili i
6 a 965.345 145,648 -30,191 18 .387 - 52 42.156 100pp nes. .. ... .... ... ... .... .... .... .... ... ... .... .... ... .

.
28 30 614,333 932,234 111,446 118 .067 41 .723 43.318 47.105 B 563Oceard~ total. ... .... .. .... .... .... .... ... .... ... .... .. 144 250 13,282.834 15 .273.878 1 .102.563 1 .353.610 455 .800 443 149 404 290

.

39 380Austral. ... ... .... ... .... ... .... .... ... ... .... .... .... .... ...

.... ..
140 213 12 .328.747 13 .684,977 982.710 1 .212.068 406 .959

.
394.216

,
361 699

.
39 304

Puerto RICO arid U.S. Possessions. total

----- ---

28 55 2.454.565 5 .201 .209 425.393 450,420 99 .727 99.727

,

144 510

.

2 569
OPEC countries . total (Included ab-) ..... ... ... .. 61 99 4.952.128 6 .275.286 1 .029.196 1 .159.083 ".214 512.744

.

252.963

,

1 .548
Tax h- countries. total (included show), .,, 272 1 .173 118,326.079 68 .237.381 9.261,830 _ 10,374.169 , 1 .122.506 , 11 .112.889 , 3.869.515 2.411 .408

Footnotes at end of table .



Table I .-Number of U .S. Corporation Returns arid Number, Total Assets, Receipts, Earnings . Taxes, and Distributions of "Top 7500' Controlled Foreign CorporaUons,

by Selected Industry of U .S . Corporation Fiting the Return and SeImted Country of Incorporation of 'Top 7500' Controlled Foreign Corporation - Continued

[Money amounts are In thousands of dollars)

"Top 7500'- Contro lled Foreign Corporations

Foreign corporation s

Selected Industry of U .S . Number of Earnings Wth current earnings

corporation filing the return U.S. Number of and profits and profits (+) Foreign Total

and selected country of corporation foreign Total Gross ([.I, before Was Income distributions Subpart F

incorporation of -rop 7500" returns -poratlons assets receipts defli
-

ore gn taxes put of Incom e

Controlled F-Ign before Earnings

I

rc.m . (net) earning s

Corporation We, d profits ta,'s and profits

fore taxes (net)

(2) (3) (4) (5) (7) (8) (10 )

Food and kindred products

An geographic areas. .... .. .... .. 28 465 27.896.549 30,572.937 3,150.393 3.348 .388 1 .026.919 1 .012.355 1 .157.341 16%Q57

21 48 532 31 a3 4.564.7D9 317 .260 367.254 137,952 131.630 61 .197 730
C-da. .... ... ... .... ..

Latin Am ca total . .... ... ... ...
ad

19 '71

,.
1 .946.731 2.074 .224 256,097 2T7.241 si .aso 63 .286 105.559 28.237

. ... .... ... ... .... .... ... ... ...
B-11

'' **'' ''* ''' ' '- *' '* '' '' '' ' ''' '' ' ' ' ' ' * '' "'

il~ 409,35! 558,054 76,058 81 .66? 17 .64! 19.10! 46 .09? -

r .,, ,.., .,, ..,,, .., ,.., ....,,. .,. ..., ,,,, ,,,, ,,,, ,, ,,, ,,Ecuado
6 a 264 006 328 .370 48,584 50.734 15,949 15,949 1,445 3.605Maxl_

Fiche).&na..ii c hP 6 a

,
11 143

9
9 601

8
367 2 37,993 231 1 .134 18 .744 18.171

... ... .... .... ... ... ..,a nana mV r t

1
1
0

:21

2 8 86 254698 20326 22.892 4,T78 3 .777 13 .71 2e _us .. .. .. .

. . ... * "' '* " -*- --* ' 'Other Weatenn H phere . total.. ... .... .... ... .... .. 12 27 4.968,927 466,506 112.252 141.720 15.705 19.062 120,242 ...2

The Bah.m.,..
. 6 10 456968 224,722 57,058 57,763 4.101 4,101 111 .444 30~36 1

Bermuda.. ... .... .
N th l d Antil'"s . . . .. . .. . .. .. 9 1 7 4. 511 :959 241 .783 55.194 83 .957 14.604 14,961 8 .798 16 .040

e er an s e ... ... ... .. . ... . .. ... .. -

Europe. ... .... .... .. .... .... .... .. ... .... .. .. 21
25!

13.873 .028 19.294.42~ 1 .720,64! 1 .798.55~ 509.48~ 499,26i 530.13! 4B.89

Austria. ... .... .... .... .... ... ... .... .... . .. ... ... .... . .. ... .. ...
a 8 24 677.701 1 .224.009 77 .075 78 .851 24.921 24.913 13,093

77

-
4

D .... .... .... .. .. 5
6

175669 251,395 17743 17.743 6993

:

6993
:

5.2
5 9 -. . .

France (1,cludlng Andorra) .. .... ... ... .... .... ... ... ... 1 5 39
1,

875:296 3559.584
1
72 :729

1
79 .902

8
1 060

8
1 863

1
1 . 8

35 0 5
Italy (Including San Marina) .. .... ... ... .... .. .. 1! 966.18! 1 .62a.04! 154 .24~ 157,40~ 55,172 55,98! . ?

Luxembourg. ... .... .... .... ... . _ .... .... ... .... .... .. .. . ... ..
Netherlands .... .... .... .... ... .... ... .... ... ... ..... ... . ... .. 13 35 2,243,TS9 2 .145.96? 231,20! 237.252 59.46! 61,08! 100.345

-

54 5

Norm .... ..... ... .... ... .... .... ... .... .... ... ... .. .. . . . . .. ..
Spat 1~ 2? 509.782 781 .526 03 .964 94,743 23 .432 23,35? 28,643 3

S den . ..... ... .... .... ... .... ... .... .... ... .. I .... .... .... .. ...we

. .. .. . 6 7 371 .354 803 .691 74.441 74,44 ; 7 .65 ; 7 .652 5,871 3.453
.. . . .

'nited King am. ..... ... ... .... .... .... .. .... ... .... .. 16 51 4,659.203 5,096,499 570.224 74

580 ' 5

121 :730 126 .622
0

140 .60 1

95 883

44.078
25

U dWest Germany. ..... .. .... .... .... ... .... ... . .. ... ... .... .... 15 37 1 .523.772 2,946,944 191 .301
3

224, 67 556 1 3 .087 ,

Africa. total ... .... .... .... .... ... .... .... . . ... .... 11 293.78~ 17Z811 45.72! 47.57! 8 .64 8 .641 11.27~

Uberla
- " 'dudirg N aSouth 6~

OPEC
unrlIs.

.. ... .... .... ... ... .... .... .... ... ... ... .... .

Asia total . ... ... .... .... .. ... .... .... .. ... 11 24 1 .173 .302 2,492,549 359.184 364 .577 146.979 147.053 178803
:

381 2
:, .. ..... ... .... .... .... .. . .

Hong Kong ..... ... .... .... ... .... .... ... ... .... .... ... . 3 4 243 .112 297.982 03,622 83 .622 1 13
11 3

46 548 1 1638

Indonesia ... ... .... .... .... ... .... ... .... ... ... ..... . . . .. . .
Japan (IncludIng Okinawa and Ryukyu) ... ... ....

-

7

-

9

-

743.609 1,911,912 246,352 249,593 134.991 134.991 117,261 6

Middle East countries (excludIng OPEC) - - - - -

-

-
-

OPEC counties (excluding Indonesia).. ... ... .... -
4

-

5 990-80 -134 122 10,251 10.251 3.339 3.339 1 .692
Phiilpplnes... ... ..... .... ... .... ... .... .... . I. ..... ... ... .... ... ..

Ocearia total . .... .... .... 10 25

.

2,096.724

,

1 .17 56
5 7

344,933 349,138 142.398 142,39a 150.127 1 :11 2
. ... .... .... .... ... .... .... .... .. .... ... ..

A,sl,alta.. ..... .... ..... .. .... .... .... .... ... ... ..... .. ... .... ... . 10 2! 2 .096.724
1
.175:56 7 3",93! 349.13! 142,39! 142,39! 150.127 B 76 2

Puerto Ri- and U.S. Possessions, total.. .... ....
OPEC countries. total (Included be-). .... ... ..... 7 11 234.353 259 .396 21 .207 23,773 4,863 3,861 13.712 -

courna total

Tax ho,,ah Iss, __includ .d .1pa-) - 93I 1 0.601.709 4.162 .308 1 558,521 1 599.693 1 88.248 1 91 .219 1 3DO.852 113.671

Footnotes It and or bible.

Tlibi. I .-Numalber of U.S . Corporation flerturn . and Numb-, Total Assets, Receipts, Earnings . Taxe,a . 'and Distributions of "Top 7500' Controlled Foreign Corporations ,
by Selected Industry of U.S. Gorpomflort Filing the Return and Selected Gountry of Inocniporation of 'Top 7500o Controlled Foreign Corporation - Continued
[Money am.-. - 1. thousands of donors]

Puerto Rlco and U .S . Possession, total. .... .... .O,CC

countries. tolad (Included abow) .... .... .... .

Tax han-countries . total Oncluded abow)

Norway. ..
. .. .... . . ... .... .. .. .. . . - " - " "Spai

*.. .... .. .. . ... .... .... ....Sweden
Swfluedxn~*
United Kingdom. ... .... ... .... ... ... .... ... .. ..... .... .... ..
West Ge_

hy ... .. ... .. .Africa. total... ..
. .... ... . *.. ... ... .... .... .. ... . *.. .... ... ..Ube,b .... .... ..

.. . * . ... . . .... * . . .. .. . .. ..South Aid. . jinclinllng Narnible).. .... .... .... .... ..
OPEC c.uhl,le

.. .. . .. .. .. . ... .. .... .
.
.

.
Asile, total ... .... ... ..

.. . .. ... .. . ... .... ..Hong Kong
Indonesia.. ... .... .
Japan (Including I'M'd- Ry-u-k'y'uj .
Middle Eas co ntrie5 (excluding OPEC)OPEC

Countries (excluding Indonesia) . . ....I "
Philippines .

.. .... .. ... . . . . .. .. . ... .... ... .. . ... ....
.. ..

oceani,el, t""'
* *** *.. ... .... ... .. * .... .... .... .

.. .
...A.stnell .. ... .... .... .. .... .... .. .... .... ... ... .... .... ..

Canada. ... .... .. .... ... .. .... .... ... ... .... .... .... .... ... .

Latin Arn'tca, total. .... ... .... ... ... .... ... ... .... .... .... ... .

.. ... .. . ... .Ecuador'
. . ... .. . .... . .. .Mexico ' --

. .. . . .. .... *Panama (Including Canal Zone). .. ... .... .... ..
Venezuela

Other Westchn Hemisphere. total.. .... .... .... ... .... .
The Bahama

s

Bermuda
.. ... .... .. . .. .... ...Netherlands An I, .. ... .... ... ... .... .... ... .... .... .... ...

Europe
. total ... .... .... .... .. .... ... .... ... .... ... .... ... .... .... ..

Austria.. .. .... ... .... ... .... ..

8,IgI.. ... .... ... ... . .. .... ... ... .... .. ... .. ... ... ..... .. .Denmark .... .. .... .... .... ... ... .... ... ... .... ... ... .... .... .... ..
F

r
,Zce (including Andorra)... .. .... .... .. ..... .... .... .

(including San Marino) I .. ... ... .... ..... ...Luxe mb ourg,
.... .... .. .... .... * _

Netherlands.. .... .... ... ... .... ... .... ... .... ... .... ... .... .... ..

'Top 75W'- Controlled Foreign Corporation s

Foreign corporation
s

Selected Industry of U.S. Number of Earnings with current am(n a
conpol :tic, fillng the return U.S. Number of and profits and profits (~) Foreign Totaland ected country o f
Incorporation of '70P 7500"

corporatio n

t
foreign Total G- (]III before taxes

-

Income distributions Subpart F

Controlled Foreign
re .. a corporations assets recalpts deficit) Foreign taxes put of Incom e

Corporation
before Earnings Income (net) earnings
taxes and profits taxes and profits

before taxes (net)
(1) (2) (3) (4) (5) l- (6) (T)

Chemicals and allied products

AD geographic areas. total.. .... ... .... .... .... .. 66 1 .219 83 .333.7% 69.913 .558 8.961,140 9.630.212 2.947,215 2.90,716 3.567,80 885 057
55 99 7 .810,629 7.848.532 882,052 942.602 321.448 320.117 50G.T70

.

20.71 844
3

187 9,427.173 6.466.935 1 .161.963 1,301,211 266.657 269.141 378099 146164~ 5! 3,510,81! 3,142,351 513,151 558.36~ 126.21! 125.58?
1
49:253 2 :00 1

26 37 1.004.806 1 .178.156 97,125 127,820 57.422 56 652 -60 280

8

1 4
15

24
17

2.325,OW 825.322 404.632 410,053 38,225
.

38.009
,

120.463

.

126,48 5

33
282,995 280.125 22.814 36,799 12.830 14 .245 11,607

7083
63
3

6,662866
:

1.03498 1
:

390958 425131 9.164 9 .59T 105 .479 154.85

25 39
26o al 2

3 122 451
315 325 40 :081 40:081 265 265 7,300

1,

3 615 21
. .

3 279 6G4
504 .743 235 .042 269,215 1 .962 2,395 26 .644 65.4 1

S

, . 214,912 115,834 115 .834 6 .937 6 .937 71,534
88.

0 8! 63! 50.557.251 ",702.17! 5.414 .691 5.738,65~ 1 .995 .34! 1 .989.03! 2.238.016 535. 15!
33 52 2.973.748 3.402.369 303,931 313,929 110,838 114.319 78 183 38 6524
47

4
96

147.91 3
4 917

176.927 25.528 25.528 8,045 8,845
,

3.274
,
-

39 74
.332.

3 7DO 407
6.623.731

97
648,869 698.056 304.423 306.198 151,542 1 2

3 5
. .
351 157

3. 2.446
213

469.828 505.496 148.766 149,777 78.752 1 .179

3 4
.

3 909 61
.335

467 23
38.098 49,168 17.726 19,443 36.907 1 .374! ! . , ? ., 2~ 390,42? 399.86! 89,931 91 .14! 47.05! 3 .46 !

3Q 39 1.383 .077 1,649,552 129,057 138.532 31 .682 31 682 52 503 2101 0
26

12 375 .589 742 .539 16.010 17.879 9.798
.

10 .326
.

4.208 2
46

55
126

6,192550
20 2

4 .976 .601 939,033 941,538 62,481 62,8B8 562.226 402 .48 7
41 85

.567,1 1
92 35 026

11 .073 .999 1 .452.727 1 .597.065 864,065 848 .219 759,548 75,290,. 7 .578,335 768,453 812 .105 322.044 321 .375 423 .637 4.5202~ 3! 972.99? 925.38? 115,76~ 127.37~ 38 .34! 38.601 26 .27~
I? 2~ "0.17~ 614,92? 41 .33~ 46.14! 12,41? 12,67~ 10,83 ~

40
14

140 6 .234.023 6,205,971 751.243 793.756 249.667 252.9% 245 446 23 51 5
3

18
4

588,498
77

663,293 73.511 77,700 13,917 13.917
.

75,507
.

9.161

31 52
57.6

4 172 606
50.074

3 928 1
-5.619 927 15 401 600 -, ,

67 79
. .2 5

57 58
514,092 533,109 189.474 190.973 100.430 9 .01 6. ! , ? 22.93! 22.93! 4.56~ 4 .56~ 3.36~ 4 .49 !

1
9 189 .821' 325.940 39.765 40."6 14.602 15 156 20 333

53 1 .335.924 1.591 .006 132.619 169 .842 43 .818

.

44 .451
,

57 649

-

2 22933 43 1 .208.638 1.417 .369 119 .4a7 155 .1151 39,514 39 .866
.

54 .471
.

2.229

111
9 332.889 1,138.192 131 .644 131.644 22,T76 22.r/6 10.076 2.41 2

49

25 552

.616 473,562 48.056 68.801 21.950 23.735 34,594 708
235 1 21 .895,479 1 11 .507.267 Z321.733 2.398.543 235.724 _ 239.280 . 958,411 707.721

Footnotes at end of bible.



Table 1-Number of U .S. Corporation Returns and Number. Total Assets, Receipts, Earnings, Taxes, and Distributions of *Top 7500' Controlled Foreign Corporations,

by Selected industry of U.S. Corporation Filing the Return and Selected Country of Incorporation of 'Top 7500" Contioned Foreign Corporation - Continued

(Money arrOUrns are In thousands .1 dollars )

Selected Industry of U.S.

corporaUon filing the return

Number of

U.S.

i

umber at

f i n otal

.,r

ross

.p 7500'- Cpmm.j

Earnings

and profits

vess

j~a me,gn -p

,Foreign 7.

win curren t

and pr o

before t

.. .. ..

-p.,.U.ns

earnings

fit. I- )

axes

oreign

Income

otal

distributlons ubpart F

and selected country Of corporat on ore g

tions assets receipts deficit)

-

Foreign

"" '

0, 1 Inc-

Inco,por Uon of "Top 7500" returns corpora
before

m

nl

g.

'.a

a.m .

Income

(red) earnings

ontrolled Foreign
ta~.s

~ P, ."a

P

~7da
. "a' .

I
F g

nd profit s

Corporation
,or

.

before :-.a. ~ne ,

(1) (2) (3) (4) (5) (6)

(6)

(7)7

1

(8) (9) (10)

Petroleum (Including Integrated)
and coal products

478 965 55 7104 D47 .9m122 lZ336 .432 13 .365.794 4.308.325 4,239 .572 5.971 .961 1 .086.261

An ge.W.Phl. .-I . t-t-L. ... ... .... ... .... .... 24 . .

1 4

7

.

14 709 739

]
2 49a 938

T
2.520 .5712

; -

.5 1 918.141 917.179 1 .387.664 87.005

C. ars . ... .... ... .... .
19 54

4

9

25.105 .0

10 118 569

T

1

. .
9 .116.655

. .
920,833 976 .675

as

103.486 104.526 375,`187
" 347

185225
1~235

Leh America. total.. ... ... .... ... .... ... ... .... ... .... ... .... 13
11

6

. ,
240 41 61

-

7

5,073.69!

S

S
187.059

1
87.238

fair

.

2_ 63,66 ~63

W.

63.955 .

Brazi .... ... .... ... .... ... .. . ... .. .... .. ... .... ... ... ... 9 .,

!

Eaund. .. ... .... ... ... .... ... ... ... .. ... ... ... ... .. . . . ....

Mexico-

-' - ' - ' '- ' , - - - .. .... . .

4

, B

7 824 907

a

.

848 .871~1

s

,

707,38! 07.408 19 .4T7 19,477 292,934 179 .55 7

Ca ion e) ... ..cludlngPa me ~n mi
. . .

van-als .... .... .. ... .... ... ... .... ... . . .... ... .... ... .... ... .
1 7

a
14 .689.954 8.966272 416,865 767.

9M
78.1

16
9 47T7 .1

2 738

5213801

4:597 3,879
Other Western Hemisphere . total... ... ... ... .... .... ..

5 11 2 .12.474 23.3915
*

~98 .497 121 .20 1
429

.,656
20 908

.

19 815 375.036 155.161
The Bahamas .... .... ... ... ... ... ... .. ... .. .... .

.. .. is 44 5,835,595 .3375:768 271 .6132 383 .
358263

.
59227

.
27,592 131,747 151,957

Be-da. ... ... ... .... ... ... . . .. . . ... .. .... .. . .... ..
Netherlands Antilles. ... ... .. . .... ... ... .... .. ... .. . ... 12 17 5.754 .073 813.980 261 .234

5

.

804461
6

.
2722412 2 .172003 2 918289 397.603

Ewop total.. .... .. ... .... .. .... ... . .. ... .... ... .... . . .... ... ..
20 181 37.873 .629 63 .567.004

236 7301

6,118.
1 38 2270

..
138.742

.,
21 .463 21~463 163:157 51 .285

Austria... ... .... ... .. . ... ... .... .... .. . .. .... . . . . ... .. ... 3 6
8

451 .807
2554211

..
2,615.055

,
303

.
374 304.855 1 13 .937 113,605 169.017

-

119 .654

-Belgium
14 5

,
215:222 301.066 25,270 30.700 1 .05 6

110 603
1 .056

74 664 82 596 150

A d ra) . .di 6 15 74.BT33 .1 8.913728 308,981 354.B681
811 85

.

7624

.
24j60

.
3 .631

1
21

ng n w .... . .. .Frtm a (inclu
ic 8 1,664.498

3
6.9 0:069 15B .850 , ~ ?,

*
no) ... .... ... .. .... .Italy (including San Mar

b ... ... .. ... . .. . 64 57 7145 .23
358

-20,37; 1 .2
00

15583
Luxem ourg. ... .... ... ... .. . ... .. . .. .... .. .
N theriands . ... ... . . .... ... ... .... 9 19 5 .144.381 3.801 :276 110 6

98 :947
.

1 39 608

,
496 8 49.688 1 .470 2:861

.- ... .... ..
Norw . ... .. . .. ... 7 9 606,049 1,331 566 8

25 49
,

25 8 9 6:824 6.824 1783y.. ... .... ... .... ... ..
5 aln . . ... ... ... .... . . . .. ... ... .... 4 6 193 .815 417,379

.

54 660 54 :660 25 .343 28,343 7:018 59251
:. .. .... .. . .. . ..so

.. . ... . .. ... .... .. .... .... .... .. ... ..den
3 3 342 .665 355.M .

76508 76 908 11 .592 11,592 6.359
3
2 075

= . .. .... .... .. .... ...
,fterland.. ... .... .... ... .. .. . . ... . ... ..

. . ... ... ... . 4 6 631,07 1
8374 0

819
129

125:95320 3 430:306

.
3.599431 1,035,858 999.891 2,076.399 132 .04 2

7 9DO
United Kingdom .... . -. .... ... ... .... .. . ... .. .... .. - 1T 6 3

21
15. 0 .

0938 213
.
038,53414

,
1 .236.900 1.2B2:520 819,933 819,920 363 .926 2 .

Wes Germany.. .. .... .. .. . . .. .. ... .... .... .. .... .

1

9

13 55

,,

211 09
a

.

5.827.313 648.320 787.947 194 .093 20304 2
:887

242 .15 1
87 426

29618
29:61 0

Africa, total.. .... ... .... .... ... ... .... ... ... .... ... .... ... ... .... .. 1
2j

.
3 :T70,52! 1 .396 .56! 68.291 173.28! 2,908 2

-

,

-Utberla 'N"a'*
'm'!'bl"a') .".' .'..'. .'.'* *

South nc
7 0971 371 643 .9411 423,913 431.093 159.396 161 .929 143.2B8 -

OPEC countries .
.
.. ... .... .... ... ... .... .. .... .... .... .. ... 5

40

..

13 78 37B

,

419.96414 1.572 .355 1,648, 261 717.700 710.196 475,266
69

25605

F 579
Asia total. ... ... .... .... ... ... .... ... ... .... ... .. .... ... .... ... .... 9

13
, .

2.969 .50~

.
1 .540,61~ 285.34~ 331.340 . 50.19

1
50, 7? 203. ! .

Hong Kong. .. - .. . .. .. ... .... .. -. ... ... ... .... ... .
Indonesia ..... ... .... . . ... .... .... .. . .. .... . . ... . 274 9513 7.353.125 513,73~ 52B.09 289,71~ 282 .181 155.33~

Japan (including Okinawa and Ryukyu).. .. , .

Middle East coomrles (excluding OPEC)
-

-OPEC counple
. (excluding Indonesia) ... ... .... ..

Philippines .... ... ...

. ... ... 14 ' 1 295 509 986 .42 52 101951 121.141 20.6
So 26

.650 18.935 207
207

.
.. ... ... .... ... ... .... .... ... ... .... ... ... ..Ocearda. total 5

3 a
. .

1,022 .614
.

2.423 .886 87 :084 87 .004 25,924 25.924 -

-Australia. .... .... ...
U S~-Z ' ' ''~ ' * 5 7 1 13 1 1,1,12 1,133 61,406 26.828 26.028 32,789

. ~ ~~ ~ , tPuerto Ploo arcl
12

: -1

954 251 4 284 828 936.713 945 .087 443,491 "S.023 147.538 -

OPEC countries. te
a

.
1 963

. .
20 987 011 1 900 T721 2.-9,807 179.398 181.3112 1 .278.862 699 .154

Tax hawn courdril 23

1

72

35.

_ 69 , . . . . -

F11motes It I'd of table .

Table I.-Number of U.S . Corporation Returns and Nunrdaes~, Total Assets, Receipts . Earnings, Taxes. and Distributions of 7op 7500' Controlled Foreign Corporations,
by Selected Industry of U.S. Corporation Filing the Return and Selected Country of Incorporation of nTop 75006 Controlled Foreign Corporation - Continued
[Money amounts ,a In thousands of dollars)

'70P 7500" Controlled Foreign Corporation s

Foreign

Corp

ratio-
Selected Industry of U .S, Number of Earnings ~h current arning s

corporation filing the return U.S. Number of and Profits and profits (+) Foreign Totaland

selected country of

" "

corporation foreign Total Gross VIII before taxes Income distributions Subpart F
Top 7500Incorporationdaf returns corporations assets receipts deficit) Foreign taxes out of Incom e

Contolle Foreign before Earnings Income (net) earnings
Corporation taxes and profits lIx.a and profit s

before taxes (net)

(2) (3) (4) (5) (6) (7) (9) (10)

Primary metal Industries

AD geographic arears . total... .... .... .... .... ... . 23 208 11.490.847 11 .368.312 391,450 821.587 165 .7w 172.463 190.393 100,21 9
C

.-d'-

.. .. .... ... ... .... .... ... .. .... .... .... .... .... ... ..... ... .... 15 37 Z021 .273 1 .391 .974 139.370 143.671 54 .006 56.143 14.952 -
Latin A'erlca, total... .... ... ... .... .... .... ..... ... ... 10 22 908 .900 713.558 -288 .4T7 79.106 7.227 7.227 5 352 13 74 2areal 397 .99~ 402.34~ -336.49 23.81! 20! 20!

,
87!

.
6 1Ma.ic

. .. ... ...~Panama ah~ding C-1 Zone). .... .... .... . . . . .. 4 6 316 .61 ; 102,130 18 .675 19 920 842 842 11 03 5Wrm .uel.. ... ..
. .

. .

, .

Other Western Hemisphere, total . .... .... ..... .. .... ..
The Bahamas.

2! 1,631.323 156.2
7

75 .461 50.76; 39~ 39~ 4 .
10?

62.1563

Bermuda.. ... .... . 12 16 437 .358 54 .559 20 .102 24,866 - - 1,200 12,898Netherlands Antilles ... ... .... .... .... .... .... ... .... .... .... 4 11 1,097.308 94 .624 53 .641 54,182 390 390 3 .500 48.486
Europe

. '*'a,. ... .... ... .... .. ... * * -- -Austrl. .. ...
. *.. . .. .... .. . ... .... .. . ... ... . ... .... ..

16 94 4.530.858 7.651 .888 283.701 325.592 70,966 72.560 138 .966 16.327

Belglu . ... .... ..
. .. . .... * . .... ... . .. .... ... * .... . ... .. ... .Denmark ... .... .... ... I .... .... .... ... ....

-- '

258.D6! 556,46! 114,71~ 16.
0`i4!

4,23! 4,23~

France (IncQin~ ;~n arra).. .... ... .... .... .... .... ... 9 10 298,253 690 .023 20,542 22,331 8.977 8 976 836Italy (Including San Marino) ... .... .... .... ..... .. .... .. ii~ 286,32! 349 .03! 34.63! 34 63 8 13
.

8 13 70Luxembourg . .... ... ... .... .... ... .... .... .... .... ..... .. .... ...
, ! , ~ . ! !

Netherlands.. ... .... ... ... ... .... .... .... .... .... .... ... .... .... 1! 1 .075,27! 631,87! 70.28 74 56 11 72 11 72 99 57 8 9 4
No-y. ... ... .... .... ... ... .... ... .... ..... ... .... .... .... .... ... .

~ . ~ , 1 , 1 . ? , ~

Spal .... .. .... ... ... ... .... ... .... ... .... .... .... ..... .... ... ... ...
i~derr ... ... .... .... . .. .. .... .... .... ... .... .... .... ..... .. .... .. - -
Swuerland... ... .... ... .... ... .... ... ..... .... ... .... .... ... .... 3 3 47.276 51,223 2.520 2,991 321 321 - -
United Kingd . .. .... .. .... .... .... ... .... .... .... ..... ... ... .. 10 33 1 .728,387 4.765,593 89,014 97,340 27.241 29 .110 11,575 850
West Germany .... .... ... ... .... .... .... .... ..... ... .... ... ... 7 16 572.350 425,338 37,511 47 .740 2,510 2 .236 19,928 6.533

Aftim total. ... .... .... ... ... .... .... ... ..... ... .... .... .... .... ... .
Uberla . .... ... ... ..... ... ... ... .... .... .. . .... .... .... .... . I!

250.17? 2113.33~ 14.88i 16,21? 5.71 5 .78! 1,56! 85~

South Africa (including Namibia) .. .... .... .... ... ... 3 3 31 .337 86.617 2.145 2 314 223 223 1 565
-OPEC countries.. .... ... ... .... .... .... ... ..... ... ..... .... ... . - -

. ,Asip~

tces--. ... .... .... ... ... .... .... ----. ..... ... .... ... ...
1! 534,16? 320,36! 57

96
67 B 14 8 9

alf
3 51Hong Kong ... ... .... ... .... ... .... ... .... .... ... .... .... .... ... - ? . . 1 . .

!
, !

Indon~ sla.. .... .... ... ... .... .... .. .... .... .... .... ... .... .... .. - -,,P 7
O .Cl .dllg Gki-- and Ryukyu) .... .... ..

Middle East countries (excluding OPEC)
4 7 407 .853 202.12a 18 .587 24,426 5 .634 6.339 167OPEC

countries (excluding ~rdlonesla) .... .. .... ..Ph,Hpp,n
.s. .. . ... .... ... .... ... ... .... ..... .... ... .... .... .... ...Go-ta,

total . .
.. ... .... ... .... ..... ... .... .... .... .... ... . 4 5 1 .558.179 874.389 106.399 106.399 20jew 20,855 14.959 3 11 9Australl. .... ....

. .. * * - * ... .... .. .... .... ...
3 4 1,545,272 874 .298 106 .32! 1D5.328 20.855! 20.6 14,96

.
3 .0

Puerto Step and U .S . Pos-I total.... ... ...
~ ! ~

OPE,,c courrin ...

total (Included al.. ..... ... ...

Tax haven countries, total (Included abow) 17 59 3.365.300 1 .134,95a 2D7,038 236.osa 14.651 14.719 , 113 .359 , 89.654

Footnotes at end of table.



Table 11-Numbler of U .S. Corporation Returns and Number, Total Assets . Receipts, Earnings, Taxes, and Distributions of *Top 7500' Controlled Foreign Corporations,

'Top 75000 Controlled Foreign Corporation

by Selected industry of U.S. Corporation Filing the Return and Selected Country of incorporationOf -
Continued

(Money amounts are in lh.-dsOt dole's]

Selected industry Of U.S. Number of
llu,m~er 01,corporation filing the return U.S. Number of

f i
T MI
Total

T

ross

op

Earnings

and profits

vess

Foreign cor p

with current

and prof

before t

oration s

earning
s

its (+)

axes

Foreign

Income

Total

all5thbullons, ubpart Fn,., . g

gnor e
and selected country Of

corporation

set,

ssets receipts deficit)

-0"Ig

n

0"

aut of Income

, ..,P., .

Incorporation of "Top 7500" returns corporations

a

a
b ore r.lng.

m e

FIncome (net) earnings

Controlled Foreign taxes

pr ,t .~ Profit s

1-7d

I

and profits

Corporation

:

or

. a.

before Wes

)

'net)

(2) (3) (4)4 (5) (7)

IS'

fB

)

Machinery. except electrical
Y 44258 664

- -

8.821.TM

-

9. 25 .964 3,600,264 3,523.51623 S16 473 73,747,000 198,93 3

1 Be ' B3

3

n geographic aress, fionu, --- .... .... ... ... ....
45 725

-

9 .531, 3

-

.,

49 018 5 940 04,510 93 .48 3

3 -

3

r7

246.1262 0 .060to

T

T

. . ... .... ... .... ... . .. ..... .. .... ... ... ... ...
. 37 63

I _

5,810 .25 7

302

gS 1

5 .213,130
126 2393

.

74 .699.74 9

:L

,

810.552 33,310 34-33429 8
-~

03,944
1 209

03-

~
1

1 27.562
2 0

7 -20

4
25 9 2

Latin America. total ... .... .... .... . . .... .... ... .. .... ... . ... 25

5.2B3 .
85250 12

.
1 .80T,939

a,
551 .870551

. 0

77.941 53,76~

B

2 4 3264 395

1
16 ,

6

!S

1!8 .11 .... ... .... ... ... .... . .... ... ... .. .... .... .. .... . . ... ..
Ecuador .... .... .... . .. . . . . . .... . ... ... . . .. . .. .... 1 ;

5,,

285771

-
~S

4
g

588,479

B .

11 .667

11 7

6,991 4330
:

M

413554
5 g245:924 1 73 .2

445 81,
7302

. '2

6

-

2,726

1

1 3Med- . ... ... .. .. .. . ... ... ... 7 13
S

t

.
304.617 74.002

irse

-9,756 13,207 9524

9 151 9 308 4,395 -

mi

Pana a (including Carat Zone) ... .... ... ... ... ....

. B '

0

8 10 272,755 99.618

.

.

11 .7118 23 .387 .

67

,

18 367 155.41~ 103 .48!
Venezuela ... .... .... .... .. .... ... . . .. .. . . ... .

41
2

3,242.63i 695,83i

, S
.

23123 .591~ 185,79~ 18,3 ,

jOther, Western Hemisphere. total.. ... .... .... ... ... ...
106874 8 7 3 8 .74; 46416 39 390s

The Bahama
.. .... ..... is

24

..

J .D09 .739 3 5 .29 6
9

102,01 5
22415 72:563 8 :721 8.721 33 :029 64:099

1 5 19Bermuda.
.. .. . ... .. . ... . . .. .... .. .. ..flrthcrla,-~' s... ... ... ... .... .... .... .. .... .... .... .

.

2,224 .496 277,235

90

.

5 939 167 6394521 2.246, 05
'

2.177.064 2,33 38
5

57.164

43 407
. c ae I=

*"' '''* '' '''

45.880.141 38.246.5
477 118

, .
70 796 W,796 41 734. 34417 2 6893

16 764lurr l . .... ... .
:. 9 10.. ... ...... .... ...Austria

61421 1
: 926:5411 00:8122 211 .005 58.813 59:439 77,999

71
.

. ..... .. .
Belgium ... .... .... ... ..
. 13 21

9
1 .870 314

712259

,
292609. 193 .587 193 .697 93.665 3593 .865

1 605
124,5
369 839 46 1

7Denmark.. ..
. ~ 29 53

dh
6

.
223:172 5 .926.516 777 .202 900 592

4:282
353,215

49042T

,
427 .543

3
25825 -

a a) .... .. .... .... ... . . . . . ..nFrance oncluding rr
19 34

'
4617.198 3,414.754 1 066,825 1,07

-
.

- -
Italy oncluding San Malin.) .. . .. .... ... . . . . . ..

b
* . .. ... .

-

61 414014 469.228 107 .419 89 903 59 439
:

3.682

-
Lu,em 26 44oUT9

. . . . . .Netherlands .... . . .... .... . .. ... .... .... ... ... .... .... ... ...
3.247 :91 2

423 312
2.169 .3

430,427
a

5:180 87.013 35 . 50 35:041

393117

25 40 7
166 364 1,4957

Norway. ... .... ...
. . . .. . . . .... 1

2 465 .430 1,498 .254 3B5.742
7

386 .359
55 3225

11
7.43 7

127,155
.

126680

.
81, -

Spain

.

. 15 17
... .... .

.

1,051 .518 990,782 220,9 0
268 10

.
295 498 75 602 78:857 186375 1349 2

' 0 8Sweden .. .... .. .
Switzedand. ... 17 27

. .. . ... . . 94
.. .... .. . ..

1 :404 64613

046:801

2.664.549
10 .595518

.
938,732

,
1,125 .965 295:654 248 .G4 3

267459

373:061
057392

3
-

53United KJngd
.. ... ... ... .. .... .... . . .... ... .... .. 3

7

om' 31
9,990.653 6 .776:082 1,090 .498 1,128,170 464.370 ,

767

.

10 5mWest Germany- ... .... .... .... .... ... .... .... ... ... ... .... .
17 493 698 578.T73 81 .731 84,795 40.990 40 . .

13

Aft,

. .... ... ..
1 2

I-lbefla.. ... ....

. .... .. .. ... .... * .. . .... .. .. ... ... .'

.

0 5395

85

535,947 73. 1 6
9

74 969 36 .569 35872
3:081

7,37 2
3 18 2

r cNdIng Namibia) ... ... .... ... ... ..South Atirl 1 1~n 3 3 63 :0 54 34.075 4, 56 6:367 2,607
76394

.

601 135 8.338OPEC cou tries
..... .... .... .... ... ... .... .... ... .... ... ..

24 66 7 .205,248 4.61 6
a7a

1 .128703
F

1 .220660
:

572,798
3 195

5
3:195

.
11 .750 6 .56 7

Aell% lot.]... ... .... .
... .... .

9
. . .... ... .... .. . .

457436 324120 3 .160 39 23 2
1 155

,

-

96
5

785
Hong Kong .... ..

.. ... ... 3. . .... . ..

3

i
38:650 30:361 -159g5

9 72
.
4 3978 532.146 532 . 26 6 512.17i

Indones a
Japam (Includin &frawa and Ryukyu) 15 17

g

4.498.75~ 7.3511.64~ . ~ . !

r,1'111 (excluding OPEC)Middle East c,
ucountries excluding Indonesia).. ... . .. ...

t .. .. . . .... 78 22 T7 50; 49.7
44

2.30 1
Pfillipp as.. .... .... .... .... .... ... ... .. .. ..

23 31 32.335

1

1 .89 .940
'

169.851 1921931
44:641

.
56 048

,
55,007 436.67 2,30 1

ocaant~ total.. ... .... ..... .... ... ... ... .... ... .... .... ... .:::--
23 26 76,6741:

1
.630.71 122,300 ,

5561 5 561 14.60 1 -
Atistrall. .. .... ... .. . ..... ... . . .. . ... .... .... . ... . ..

tal 5 51 t
83.563 121 .320 29.953 31,507

:

.

15

87415 -1oPua-,O Ftoo mid U.S . Possess cme.
1 .

11

1 .

225 sl. 1" -7
2 .069

37 .290

1

3 810
:=

,

553 704 167 320OPEC .. .notes. I (Included bo-)
~S . ." .,1:.1

!~%37 1 1.174,960 257.271 243 . ."o

Tax swIn countries. Joblu encluded al . I

'1 . ,

'

F .Ohn.t- at and .1 table.

'riable I .-Number of U.S. Corialraffian Reftams said Number, Total Assets, Receipts, Earnings, Tiuces . and Distributions of "Top 7500' Controlled Foreign Corporations,
by Selected Industry of U.S . Corporation Filing the Return and Selected Country of Incorporation of aTop 7500m Controlled Foreign Corporation - Continued
[Money mount . - In 1--ce of dollars)

Top 7500" Controlled Foreign Corporations

Foreign 11,pl,alcm,
Selected Indus" of U .S. Numberof Earnings Current awning s

corporation filing the return U .S . Number of and profits Ind

p r l ll

Foreign Total
an

d selected country of

I -- "

corporation foreign Total Gross te .s b.1. aabse Income dishlbutl- Subpart F
ncorporation of rop 7500 returns corporations assets receipts dell loreign taxes out .1 Income

Controlled Foreign before Earnings Inc"' (net) a
.

rnInga
Corporation taxes and profits

fiax

as

d

an Profits
before taxes (net)

(2) (3) (4) (5) (6) (7) (10)

Electrical and electronic equipment

An geographic, aress, fictal. ... ... .... ... .... ... .. 44 713 48,874,023 46 .842.782 4,112.571 4.713.012 1.037.296 11 .023.6913 1 .143,683 269,031
Carrad ... ... .... .... .... .. .... .... .... .... ... ... .... ... ... .... .... .. .. 33 62 5,346,156 5 .079.079 460.258 486,766 13B.712 136.355 88.334 3.31 2
Latin America, total. ... .... .... .... ... .. ___.. .. .... .... ... 21 63 2,499,861 1 .964.891 365,050 396 .384 59.517 62.321 65 575 21 T95Brazil .. ... ... .... .... ... ... .... .... .... ... ... .... ... ... .... .... .. .. 10 18 1 .137,289 1 .206,019 233.336 233 .597 49.359 49.573

.
41,575

.
6,856

mexi. . .... ...
. .. .. ... .. ... .... . . .

2! 408 .62~ 380,17 17 93 36 01 7 451 9 59 6 4Panama (Inclo ng Canal Zone) .. . .. .. .... ... .. ...
~ , ? , : . ~ . ! . 9?

Venezuela

_-. . ... ... .. - '-. ... .... ... .Other Western "emisphere . total.. .... .... ... ... .... ..
The Bahamas

. ... . . ... ... , . . ..

14 31 4 .071.983 598.236 226 .457 227,031 3,776 3 .780 89.341 118.32 4

Bermuda . . .... .... ... .
Netherlands Antilles

16 1 .397.622 234,934 127 .692 128 .266 2,236 2 .240 26,000 26,94 ;. .... .... .... .. .... .... .... .. .... .... ... . 8 14 3,463.372 359,025 97 .084 97,064 1,656 11666 63,341 91,38 1Europe . total.. .... .... ... ... .... .... .... ... ... .... ....
Austria

35 393 29.146.505 29.W.289 2.324 .320 2.699.084 621 .664 621,060 Tr5 .294 106,742. ... ... .... .... ... ... .... .... ... .... ... .... ... .... ... .... ... .
Be ;glum

4
7

5
10

252.511 314,829 7,725 16,952 4 .144 4 .144 3.040
-. .... ... .... ... .... ... ... ..... ... ... .... ... .... ... .... ..

Denmark. 5 7
970.436 1.102 .912 72,982 72.993 21 .385 20 .924 4 .951.... ... .... ... .... .... ... . . .... .... ... ... .... ... .... ... .

France oncluding Andorra) 25 46
319.392

1 45 1
311 .694 5 .555 14,869 6,631 6,542 424 -

.... .... ... ... ... .... ... ... .
Italy Oncluding San Marino).. ... ... .... .... ... ... .... .. 1!

, 9. 35
2,700.03

2.375,31 7
2 440 57

48 .57 2
200 73

86.818
221 85

32,340
70 59

33 .62 2
72 31

8 .230
7

2,474
! . , ~ , ~ , ! . ? . 1 ,1413 9,08!

Netherlands .... .... .... . .... .... .... ... .... ... .... ... ... .... ....N .-Y.
. ..

. . .. .... .. . .. ... .... ... ... - - " '

1 : 4~ 3,877.50~ 5.009,41! 689,891! 706.06! 104 .31! 102,131 81,91? 22,02!

Spain
Sweden

7 14 895.244 826,005 -92.619 25,990 3 .903 4.242 20,155 1 .01 05 8 288,774 449 .960 38.018 45.039 23,998 20.290 12,327 -

United rjfigd~~W *'
13
29

1 7
87

2.178 .622
47

1 .205.433 270,361 270,938 30 .279 30.279 68,783 62.301.
West Germany 27 83

0.31 7
IN58 944

5.918.835 429,116 494.623 101,331 109,148 199,084 7.21 1

Africa, total... .... ...
... ... ... .... ... .Libell. .... .... ... ....

5
I!

.

101 .95!

8.425.485

115.77!
520.384

15,27!

608.475

15.27

210,239

6,01!

208.342

6,01!

280 .540

10.571

11 2

South Africa (Including 5 7 87 .982 115 T79 14 576 14 576 6 009 6 009OPEC countries .... .... .... .. .... .... .... .... .. .... .... ... ... .. -
-

, . . . . 9,574

Asia. total .... .... ... .... ... .... ... .... ... ... ... .... ... ...
Hong 11- .

24
6

101 5.780.743 8 .309.022 649 .213 784, 3
0S

166.1 - 159077 90974 111 .1357.. ... .... .... ... .... ... .... * .. .... .... ... .. * .... ... ...Ind.n
-la.. ... .... .... ... ... .... .... .... .... .. .... .... ... ... .... .. -

a 238.070 455.935 16 .756 2 3 IS 3,259 3 :426 5:409 38 7jeasn
(Inclu ng ON- and Ryukyu). ... .... ..

" 16 24 1 .747.901 2 .361,271 198,917 240 .297 127,9 122 0
-3

65 065Middle East co, rules (excluding OPEC)
fu

4 6 197.243 134,689 .5,306
8,
433 3,4f4

.
72 72

,
- -OPEC countries (excluding Indonesia) .... ... .... .

Phil
3 5 91 .175 64 .191 1 .6G4 6 .74

-

,

-
8 51 100ippi as ... .... .... ... .... ... .. _ ____. ... .... ... 6 6 114.778 198 .279 -2 .657 a3.042 722 1,806

.
483 -

Oceania. total .... .... ... ... .... .... ... .... .... ... ... .... .... ... ... .
A.turalla

15 30 774.296 1.004 .876 30.034
59.605

84222 16.600 21 580.. ... .... .... ... ... .... .... .... ... ... .... .... ... ... .... . . is 27 733,293 940 .045 22.3ag 51.960 19,654 13 .611 20,826
Patna Few and U.S. Possessiona, total .. 3 25 352.522 190.610 41.967 41,967 18.290 18.290 1 710 -
OPEC counties . total final ded ab-) ... .... .... ..

.;

3 9 235.561 119.926 -8.607 8.6135 666 813

.

11,516 100
T" helrem countries. total cluded abc-)- 30 129 1 13.404 .136 1 9.6711,815 1 1 .599.905 1 1.656.597 1 153 .353 1 149.989 1 258 .618 1 227,571

Footnotes at end of table .
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Table I .-Nuffiber of U .S. Corporation Returns and Number. Total Assets. Receipts, Earnings, Taxes. and Distributions of 'Top 7500" Controlled Foreign Corporations,

by Selected Industry of U .S . Corporation Fifing the Return and Selected Country of Incorporation of 'Top 7500* Controlled Foreign Corporation - Continued

[Money amounts are In thousands of dollars]

"Top 7500" Contro lled Foreign Corporations

Foreign corporations

Selected Industry of U .S . Number of Earnings current earning s

corporation filing the return U.S. Number of and profits and profits Foreign Total

and selected country of corporation foreign Total Gross (less before lanues Income

dist

ributions Subpart F

Incorporation of "Top 7500" returns corporations assets receipts deficit) ore gn taxes out of Incom e

Condrofled Foreign before Earnings Income (net) eamr1mg,

Corporation Inoes and profile ie. and profits

before Wes (net)

(2) (3) (4) (5) (6) (7) (8) (10)

Motor ehicies and equipment

An geographic areas, total ... .... .... ... .... ... .. 14 268 63,075,879 51 .901 .610 3.279.031, 3.854.659 1,294 .430 1 .364,034 1.437,032 186.616

C-d a. .. .... ... .... .... ... .... ... ... ... .... ... ... .... .... ... .... ... .. 14 42 18.725.407 31,822.655 1 .299.547 1 .331.152 602.207 602 .128 295.835 10 .673

Latin America tatal . ... .... ... .... .... ... .. 9 54 7.220.273 7,988.675 435.622 641 .749 64.849 77 .153 304,668 18,79D
. . .... .. .... ... .... . .

8 .11 ... ... ... ... ..... .... ... ... ... .... ... ... ... .... ... .... .... ... ... 6 21 3,789,715 4.414.422 435 .431 438 .194 89,366 89 .651 302,081

Ecuador ... .... ... .... ... ... .... ... ... .... ... .. . ... .... ... ... .
Mexico

.. .. ... . .
7 22 2.002 .325 2,589.639 -91 .099 79 .453 -7.989 -17,367 1 .786

. .... . .... ..Panama . .
3 3 355 729 508,827 573 13,330 - 1 - -Veriez-1. ... .... ... .... .... ... ... ... .... ... .... ... .... ... .... ... ..

Other Western Hemisphere. total.. .... .... ... . _ a 15

,

4.501 .865 1 .482.161 207 .35B 220.293 9.155 9.158 16 .825 149.531

Th Bahamas. ... ._ ... .... .. .... .... .. .... .... ... ... ... .... -

7

-

8

-
84 3653 63 562 48 .982 49.158 156 156 16 .825 38,459

Bermuda.
Netlherlam~'~' 'Ziiil'~'a . ........ ... ......... ........... 3 7

.
3,84a .023

.
1.418,59B 158.376 171,135 9,002 9.002 - 111 .072

Europe. total.. .... .... ... ... .... .. .... .... ... ... .... ... .... ... .... . 1! 12~ 29 .006.29! 36.101 .531 1 .251 .171 1,416.53~ 552.95! 629.089 814 .774 7,42~

A stl. ... .... ... .... .... ... ... ... .... .. . .. ... . . ... .. ... ....
Belgium. ... ... .... .... ... ... .... ... ... .... ... ... .. _ .. ... .... ... .
Denmark .... ... .... ... .... ... ... .... .... .. .... .... .. .... .... ... ...
France tincluding Andorra)... .. ... .... ... .... .... __.

a
19 1 8 5 375

5
3 .395 .542 118,299 119.494 54,793 54 .539 42,006 1

Italy (Including San Matino) .. _. .... ... .... ... ... .. 5 39:3771 :0 719,260 16,540 20.586 6,6o~ 6 .90! 4.03~

Luxembourg. ..... .... ... .... .. ... .... ... .... ... ... ... .... ... ...
Netherlands .. ... ... ... .... ... ... .... ... .... .... ... ... . 6 14 1,391.304 715.314 103.683 107.624 20.396 20 .396 34,61 1

Norw y . .... ... ... ... ... .... ... .... ... .... ... .... ... .... .

.
n

. . . ... ... ... .... .... ... .... ... ... ... ... ... .... .... . .

9 2,802.928 3,573.04! 171,84! 210.04~ 63,86! 63,865 73.931

,xv.den"
.". *... ... ... ... . .. ... . .. .. . ... ... ...S~ftz.fthd 3 7 328 .201 394,930 19.010 19,010 2,698 2.698 5,303 1 .16 5

. .... .... .. ... .... .. .... ... .... ... .... ... .... ... .... .
United Kdngdom ... ... ... .... ... .... ... ... .... .... .. ... .... ... 8 20 8.649 .519 7.342,097 125.587 191 .485 49.566 128.171 592.111 6.246

West Ger any,.. ... ... .... .. .... .... ... ... .... ... .... ... ... .. 6 17 9.603 1 030 15.B53.682 460,489 477,443 267.594 266.532 15 .66 2

Africa. total.. ... .... .... ... ... .... ... .... ... ... .... ... . _ ... .... ... 4 4 1 50,938 231.347 -46,466 6 .073

-

2.965

-

2.971
-

569 -

Liberia
South khica*

-

4

-

4

-

150,938 231 .347

-

-46 .466 6 .073 2.965
-

2.971
-

569
-

OPEC
c'urmfes

.. .. .... ... ... .... ... .... .... .. .... .... ... ... ..

Asla~ t. .... ... ..... ... .... ... ... ... .... ... ... .... .... ... ... .... ...

-

4

-

a 1.022.046

-

1.251 .069

-

'116 .175 125.650
-

8.764
-

10.917
-

Hong Kong. .... .... .... ... .... ... .... .. ... _.. ... .... .... ... .... - - -
- - -

Indonesia. ... .... .... ... ... ... .... .... .. .... .... ... ... .... ... ....
Japan (including Oknawa and Ryukyu) ... ... ....

Ir

- -

5 -429.659 -594,612 6,864 15,583 0 .065
-

10,206
-

Middle East countries (excluding OPEC) - - - -
-

OPEC counties (excluding Indonesia) .... .... .. .. - -
- -

Philippi es .. ..... .... .... ... ... ... ..... .. ... .... .... ... .... ... .... - - - -

Oceaniz, total... .... ... .... ... .... ... ... .... .... ... ... .... .... .. _ 7 21 2 .424.676 3.014,039 14,991 112,576 33 .378 32.467 4.1156

Aust, fia ... .... ..... ... ... .... .... ... ... ... ..... .. .... .... .... ... .. 7 16 2,205 .753 2.504.72! -5.08! 90,651 22,87! 22,1~ 10!

Puert. Ri.. and U .S. I'd ..... Iona. total

OPEC countries. total onclded atbow)_- 355,729 538.627 573 13.330 - 1 - -

Tax haxen co-trIe. . total finludedl b .-) 10 45 7.825,259 3.587.435 544.552 563,707 32,272 3Z207 1 56.740 159.498

F.am.- at end .1 mbl ,

T" I .-Alunber of U.S. Cbridristlan Returns end Pbjffdw. Total Assets. Flecelliots . Earnings, Tmes . and Distribruotton . of oTop 7500' Controlled Foreign Corporations,
by Selected industry 61 U.S. Corporation Filling the Return and Selected 0ountry of Incorporation of ~Top 7500' Controlled Foreign Corporation - Continued
[Mone, ..-is are 1. thousands of d.11-1

'7,p 7~" Controlled Foreign Corporation s
Foreign corporations

Selected Industry of U.S. Number of Earnings Wth current earnings
co,po,:Ilo, filing the return U .S. Number of and profits and profits (+) Foreign Total

and elected country of corporation foreign Total Gross oess before taxes Income dIstributlons Subpart F
Incorporation of -rop 75001- returns corporations assets receipts deficit) Foreign taxes cut at Income

Controlled Foreign before Earning Income (net) earning s
Corporation I-es and profits taxes and profits

before taxe s

(2) (3) (4) (5) IS) (7) (5) (9) (10)

Transportation equipment, excep t
motor vehicle s

An geographic- total ..... ... .... ... .... .. .. 16 172 6.345,037 7.782.40D ew,861 1.044 .625 284 .066 275.736 316 .550 55 .35 6

Comad .. ... .... .... ..... .. .... .... .... ... .... .... .... ... ... .... ... ... . 7 17 2.157,733 1 .747.866 183.664 265,719 94,326 90.090 45 .364 -

Latin Amerlm total. ... .... .... .... ... .... .... .... ... ... .... ... 5 a 288 .325 251 .212 37.264 37 .264 19,505 19,505 - 32 2
Brazil.. ... .... .... .... ... .... .... ... .... .... .... .... .... .. .... ... ... .
Ecuador... ... .... ..... ... ... .... .... .... .... ... .... .... ... ...

4

-

5

-

202 .42 6

-

201 .353

-

28.132

-

28 .132 15 .339 15.339 32 2

Me.1 . ... .... .... .... ... .... ... .... ..... ... ... ... .... ... .... ... ...
Panama (including Canal Zone) .. ..... ... .... ... ... ..
vene-el .

... .

.. ... .... . . . .. * ** *... ... ... ..Other Western Hemisphere . total... .... ... .... ... ... ..
The Bahamas'

' * "" -- .... ... ... ..

11 12 790 .037 96.238 17.069 24.017 1.300 1 .300 4.754 11.364

Bermuda... ... ..
. - - -- ' - ... .... .... .. .... .

7 7 513 .952 63.667 11,122 18 .070 - - 380 6.920
IliNetherlands Z ... .... ... .... ... .... ..... .. .... .... ... ... . 5 5 276 .085 32,571 5.947, 5 .947 1.300 1 .300 4.374 4,444

Europe. total. .... .... ... .... ... . _. ..... ... ... ..... ... .. .... ... ...
A stria.. .... ... .... .... .... .... .. ..... .... ... ..... ... ... .... .. .... .

1! 19 3.553 .921 3 .501 .54~ 330.11! 381.05~ 113.5!~ 109 .15! 108,03~ 17,49!

Belgium ... ... ..... .... .... .. .... .... ..... .. .... .... .... .... .. .... ..
Denmark... ... ..... ... .... .... ... .... .... ... ..... ... .. .... ... ... .
Fran a Oncluding Andorra) .... ... ..... ... ... .... ... ... .

cl
15 619 .739 814.251 50.024 65,356 19.5U4 18 .237 10.247 -

Italy (Including San Mwino). ... .... .... .... ... ... ... ... 4 20 814 .83T 691 .087 83.922 89.837 30.636 30,637 7,437 407
Lu,'mbou,g... .... ... .... ... .... ... .. .. .... .... .... ... ... .... ... - - - - - - - - -
Netherlands... ... .... ... .... ... .... .... .... ... ... .... .... ... ... . 5 a 126,701 142,670 8.250 17.330 1,987 1 .575 - 51 0N_y

-- - "' .. . .... ... .... ... .. .Spain..
. ... ... .... ..... .. ... .. .. ... . . .. .... ...- *-' * 'S .ec1en , , ,*,,,*. ... .... ... **,,* *.. .... .... ...

Svvftze1hmd . .... .... .... ... .. ..... .... ... .... .... ... .... ... ... . 4 6 M.38; 143 .279 17.339 17.339 1,92; 1 .92; 17.098 1 .878
United K.9d. .,. ... .. .... .... .... ... .... .... .... .. 1 9 27 1 .076.684 856,015 95 .470 108.633 34,618 31 .849 22,483 14.648
West Germany, .... .... ... ... ..... ... .... .... ... .. . .... ... ... 7 16 471.821 533,096 42 .377 49.750 16,618 16 .618 45,742

Atrim idtl.
.. .... .... ... .... ... ..... .. * * ... .... ... ... ..Uber1

" * * ... .. .. .. .

I!
67.23~ 81,40? 10 .16? 111.31~ 4,45! 4.45! 1 .57! 1 .59!

%,,,, ,South ncluding Namibia)... ... .... ... .... ...
OPEC countries .. ... ... .... .... ..... .. .... .... .... ... ... .

Asla~ total._.. .... ... .... ... .... ... .... .... .... .... ... .... ... .... ... 1! 920.61? 689,42! 173 .53~ 174.31? 19.83~ 19 83 20 65 24.4 1
Hong K ng.. ..... ... .... .... ... .. .... .... .... ... ... .... .... .. .

. ~ , 1

Indonesia... . .. ... .... ... .... ... ..... .... ... .... ... .... .... ... ...
Japan Oncluding Old- and Ryukyu) ....
Middle East -b"' (excluding OPEC)
OPEC countries (excluding Indonesia) .. .... ... ...
Philippine. ... .... ..

.. ... .. * - . .... .... . . ... .... ... . .... .ocearde, total .... ...

. ... ... .... . * *. .... .... .... .... . - -
4 6 376,133 233.509 17,9" 26.810 11,438 11 .791 52.90 203

Australia .. .... .... ...

.. ... ... .... .. . .... .. . . . . * - " *'**"*"
4 6 376.133 233,508 17.94! 26.810 11,4~ 11 .791 52 .90! 203

Puerto FU= and

U .S. Poss"" - total .. .. .... .OPEC countries, total (included abow) .. .... .. .... . - - - - - - - - -
Tax heroeh countries. total iffickided abow).... . 13 1 38 1 1.836 .800 1 752.065 203.157 219.617 15,449 15.035 42 .270 39 .7%

Footnotes at end of table.



Table I .-Number of U .S . Corporation Returns and Number, Total Assets, Receipts, Earnings, Taxes, and Distrillutions of *Top 7500" Controlled Foreign Corporations,

by Selected Industry of U.S. Corporation Filing the Return and Selected Country of Incorporation of 'Top 7500* Controlled Foreign Corporation - Continued

[money am-ts are In thousands Of dOllefill
"Top 75fic" Controlled Foreign Corporations

oreign co,poratio s

Selected Industry of U .S . Number of Earnings Win current earnings

oration filing the returncor U .S. Number of and profts and profit, I .) Foreign Total
p

d l t d ntr Of ccuporation foreign Total Gross cless before taxes Income distributions Subpart F
an se ec e cou y

incorporation of ~Top 75W' returns corporations assets receipts deff.1t) - .,a gn units our of Income

Controlled Foreign
before

Wes

'Earning s

prollit s

n

Income

taxes

(net) earnings

and Profit s
Corporation Zfdra ta .s . (net)

(1) (2) (3) (4) (5) (6) (7) IS)- (9) (10)

Instruments and related Products

15 259 14 311 .977 17.838,795 1.727.506 1,815.486 552 .10 552.305 145.103 77.5B7
AN geographic arses. total... ... .. .... ... ... ....

6

,

767 621 31 21 241 T7 060 79.937 35 .412 34.944 4.898 151

Canada. ... .... .... .... ... ... .... .... . .... .... .... ... ... .... ... ... .. . 11

a

1

30

.

1 061 742

..

1,059.055

.

145.573 154 .590 40.714 39 .412 10.544 23.539

Leon America. total.. .... .... ... ... .... .... ... ... .... .... .. ....
B .11 5 a

, ,
490 .260 506.179 96.179 96 .179 20,762 20,762 6.201 20.699

Ecuador ... .... .... ... ... .... .... ... .. - .. ... . . . ..
5 7 219 096 230.341 15.252 19,545 13,229 11,927 221 8

me.1c .. ..
. .. . .... ... .l. u6 - -~i - .. . - - 3 3

,
81 .408 89.833 7.940 7.940 2,439 2,439 2,500 72 1

, ng Cana Zone).. .. .. . ... .. .... ....1Panama n c
3 3 47.248 78,003 4 .694 4.694 1 .137 1 .137 737 740

Venscuela.. ... .... ... ... .... .... .. ... .. . .... ... ... .... ... ..
36 71 33 v 26 63 29,566 367 36: 1,33~ 8 .61 !

Other Western Hemisphere. total.. ... ... .... ... ... .... 1! 5 , ~ , ~ . !

Th Bahamas.. ... .... .... .... .... ... ... ... . .. .. -
4 5 1158 68 5,162 4 .077 1 .333 4,325

Bemiu . ... ... .... ... ... ..... ... . . ... ... .. . . . . ... .... .. ....
4 5

.
369.576 27,610 ~4 .335 24.335 367 367 - 4,295

Netherlands Antilles - .. .... ... ... . .. ... .. . .. ...
13 140 9 168 969 12.435 .154 1 .204 .555 1,241.053 394 .107 393.all 119,960 37,83 3

Europe. fowl .... .... ... ... .... .. - . ... .... ... ... ... .... ..
4 4

, .
103.309 190,327 15 .399 15.398 4 .862 4.862 2 .785 11195

66A chi .. .... .... .... ... ... .... .... . . .... .. . . .. . .. ... ... .. . .
712.27~ 526 .43~ 173 .33~ 174 .68i 54,18~ 54,18~ 11 .051 1 . !

Belgium.. ... .... .... ... ... .... .... ... .. .. . .. .. ... ..
Denm :rk.. .. . ... ... .... .... ... ... .... ... . . . . ... ... .. .... .. .

10 16 217 58 71 22 .1381,6 118,358 121 .663 54 .280 60,079 9 .989 125

F one (including Andorra). .... .... .. .... .... .. .... ....
Italy (including San Marine). .... .... ... .. .... .... . .. .. 0

1
2

.,
557 .419 695 .640 115 .311 115 .311 44 .701

-
" .701 17,321

-
31 2

Lu,smbourg. ... ... .... . .. .... .. .. .... ... ...
..

. .... ... ... ....

Netherlands ... .... ... .... ... .... .... .. - .. . ... .... ... ... .... ..

-

1!
1? 665.871

759

.235 74.512 75 .801 43j -74j 21,88: 5.65!

Norway
.. . ... ... . 6 6 2 23 863 456279. 45,T75 45 .775 11,490 11 .490 - 5 1

Spain ..
" ... ... ... .. 4 4

,1
41 321 257.695 17,103 17 .103 91159 9 .159 2.876

1
12

7 2Swede
7 1 3

8 5
34: 20 2,291 .563 92,472 97,226 23.696 23.891 25.153 2 . ,

66 1SMUe,[.n
d~~' .. . .... ... ... .. .. .. ..

11
26 1,956 .459 2 .805.648 159.076 172,257 72.055 66.622 225.4

64 3United Klr,g
.. .... .. ... .... .... .. .. ... .. .... ... - 12 30 2,112.118 2 .505.923 287 .324 299,519 107.957 107.411 21 .994

West Germany .

Africa. total .... . .... ... .... ... .... ... ... .... .... ... ... .'- . .. .... *- - """ ... .... . . .... . 124.411 130.01! 3.34! 6.30: 81? 1 .290 22~ 3,54 !

Uberia ...
lu ng Namibia) .. .... ... .... ... ....South Africa (Inc 3 4 62.507 126,361 -252 2,713 810 1.290 220

-

19
-

OPEC countries. ... .... ... .... ... .... ... .... .. .... ... . . .. .. -

10 44 2 078.968 2.224 .908 191 .167 215,5B3 64 .180 65 .467 4 .973 3.51 7
Ask4 total.. .... .... ... ... .... .... ... ... .... .... ... ... .... ... .... ... .

Ho g Kong. ... ... .... .... .... .. .... .... . . ... 5 6
.
214.431 343 .478 11 .870 13 .934 2 .326 2 .326 - 3,34 1

Indonesia .... .. .... .... .... .. ... . .. ... ... ... .. . . ... .. . ... .
an oncluding Okinawa and Ryukyu)Ja

-
10

-

22 1 .255,732 1,247.373 89,781 112 .134 49.248 50.535 1 .868 109
p

Middi (excluding OPEC)
a st2 uM 1e`

- - - -

-udIrg Indonesia) ... ... .... ..(Zc 1mr1coOPE
CPhilippines .... ... .... ... I ... ... .... ... .... .. .... ... .... ... .... ...

5 1 ; 492 952 635.004 43,451 54.595 13.306 13.804 3,175 22 7
oceanl~ total .. .... .... ... ..... .. .... .... ... .... ... ... .... ... .... ..

Australia. .... .... ... ... .... .... ... .... .. .... .. ... .... .... . . ... . 8

.
453,69! 574.855 39,96? 51 .104 11.928 12.42! 2,81 : 22 !

Puerto moo and U .S . Poscosal.na . total.. ... .... .
8 00 4 694 4 694 1 137 1,137 737 740

OPEC countries, total Included bo,c) .. 3 3 47.248 . 37 . .

307 472

.

35 239 1 35 123 53 6W 51 .5441
Tax ho- countries. total (Included 3 53 2 .903.065 4,054.923 298.429 , , . .

F-1-les at and .1 table .

Table I .-Numiler of U.S. Couponation Returns and Number, Total Assets, Receipts, Earnings, Ttuxes . and Distributions of 'Top 7500" Controlled Foreign Corporations,by Selected Industry of U.S. COrPomtFon Filing the Return and Selected Country of Incorporation of *Top 7500m Controlled Foreign Corporation - Continued[Money Omo-$ ,a 11 011,11nd, of dollar,]

-

"rop 7500" Controlled F.,algn Corporations

Selected Industry of U .S . Number of
Foreign c.M-Ilons

Corporation filing the returnn

a 'urr

U.S. Number i
Earnings with current earning s

j
and selected country of

of~

orporation orei n T t l

a

nd Profits and prolits Foreign Total
.

Incorporation of 'rFop 7500-, returns

g

cor ti

o a Gross (less
- before taes Income distributions Subpart F

Controlled Foreign
pora ons assets receipts deficit) --',el n

a
taxes Incom e

Corporation
before -In s

T~

.m.
Income (net) earnings

taxes
"..

a
Plofirs

d

te
us

. ..

xes and Profits
b

e,_

.as

store taxes

(nstf

net)

A
(9) (10)ll other manufacturing

AN geogrepink: areas . total... .... ... .. .... .... . 116 1,012 49.080.5T7 51 .650.573 4.878.203 312.907 I 697 567 1 665 0fifis 1 74Coned

.

.. .... .... ... ... ... .. ... .... .... ... ... .... ..... ... ... .... .... .

L i

89 148 9.353.956 9.720.170 933,203 997 380

:

. ,

370 488

. .

351

2.264. 226.563

8at n Aaherlpl. total. .... .. .... .... ... ... .... ..... ... ... .... ....
11

44 128 4 .a95,136 4 .628.183 691 404

T_

.

760 575

.

2
.130 454999

:

1491 8_

.. . . .... ... . . ... . ... . . .. ... .E.-co,
2! 41 2.306.63~ 2,213,53?

,
463,4a~

,

467 82 7

26,625

143 59
225,259

143 59
266 020 1 1 .81 7

Mexco
panarn dIng Canal Zone) ...

` n c1

13 is 417.200 360,836 9 .234

. ~

33,389

fl~
, 2

15,153

, ?

14 108

lag .10!

7 128

32 :

.. .... .... .... .... .
V,neZsIa .. .u

. . . .... . .... . .. . . . . . .. .. ... .. .

7
14
8

438.91 9

206 825
102,523 46.915 46,916

.
S

2.856
,

2.856
.

9,664
-

10 805

.Odicr West- Hemisphere total... ... .... ... .... 36 56
, 231,349 38,389 44.3DB 16 .504 16 .509 12 .755

.
-.. .

.
The Bahama a . ... ... .... .... .... ... .... ...

. .. .. .. . .
3 3

3,904 445
80 :679

604 M
:

20

1 0

207442 16 .832 16 .718 123 82 973
Bermuda... ... .... ... .. 20 27 849 376

41 573
167

51 02: 51 :802 - - 3 3 80
.

-
Netherlands Antilles .. .... .... .... ... ... 21 26

.
2 974 391

,658
395 7

36,946 42.967 3 .211 3 .211 5.993 23.672

Europe
. total. . ... ... .... .... .. _ .. .... .... .... _ 87 528

. , . 38 112,421 112.672 13.621 13 .507

7 1
.103 59.301_

Austrf . .. .... ... .... .. ... .... .. .... .... .... ... .... .... ... ... ..... .. 3 3
26 .081.818

63 741

30 .846, 78

7 9

2.554,391 2 .737,057 865,755 WASS 724350 76.27 08,

. .. .. .. . . ... ... ... ..
.... ..

Iglum . . .. ... .... .... .... .. . .. '
19 26

.
1 716 0DS

6.7 7

30

6
1 54 7 :'

7. 4 4
0

3.347 3.347
1

25 :
Denmark .... .... ... ... ... .... .. .... .... .... ... .... .... .... .... .... 6 7

. .

145 926

.
. 7
174 877

5
161 72

16
4 . a

5 5

41 1 80 41 .115
3 .6

3 41 26 .W
France I", ding . .. .

~l ... .... .

.

.

..
39 67

.
2 807 431

. 2
3 735 2 5

22,3
6 1

22 .361 8:S86 8.888 5 .66 4firc,ud ng r
Italy .... ... ... .... ... 4 9

. ,
2 669 103

5
, .

2 60 272
6

267,07 8 288,503 121,051 121,230 40,44 9

Luxembourg
. ... ... ... ... .... .... ... ... .... .... .... .... ... .... ... 4 6

, .05
434

6

. .
40 04 0

7

271,447 279,960 111 .118 112.542 50.533 -
Netherlands .... ... .. .... .... ... ... .... .... .... .... ... I .. ..... ... 31 43

'

2 028 234
,

800 97 41
35,990

171 1 8
39.371 11,300 11 .997 6.378 1,870

N or
. . . . ... . ... ... ... .. . .. .... .... .... .... ... . . .. . .... ....S

4 4
. ,

82 .805
.1

123 OG9
, 3

20 158
194.429

20 156

28 .077 26 .566 27.972 17 1
pain. .
Swede . .. .. ... .. . .. . . . . ... .... .. ..

23 29 1 .170.854
,

1 .190.4a8
.

126.857
,

134,932
8 .56 0

32 781
8 .56 0

32 78a
2.363

S,Iue
1 7
6

1 0 292 .496 449.068 27.293 29 .601
,

17,882
.

16 851
23.85 1
10 384

-
-

UrUt ed VJn d .m . .. .... .... .... .. .. 64

2
1

160

1 .
559,686

8 990 1 9
1 .166.338 141,M 148 .885 36 .956

.
36 .956

.
32.266 41 803W 5t G e, me

any ... .... ... ... .... ... ... .... .... .... .... ... .... .. 43 77
. , 4

3 562 250
12 .265.460

7154 4
892,163 939 .213 268.907 263,804 290.692

.
3.200

if"... ww .-

16

. . . , 57 360 .885 403.294 163,902 166.437 159.233 2.43 5
Uberl~.. .... ... . 5

24
5

82 891
68:

734 8
: 46

1 15 449 116454 21 .646 21,646 74743 1 88 3
South Africa (including Namibia) .... .... .... .. . __ 11 15

4 0 91 5
258 924

253 78 7
5
9:327

5

: 433

9

12 2
1 .

1 ' ' '

.
1,88 3

OPEC countries .. .. .... .... ... .. .... .... ... ... .... ... - -
,

.6
366 41 30,2D6 31 ,104 301

.
11,3 1 22 :128 -

.I% few .... .... .... .. .... ... ... ... ... .... .... ...
. ... ... .Hong Kong . .. .... .... .. .... .... .... ...

26 72 2.592 .291 3.227,334 238.324 328 .784 134 -
.096

132 464 70 1103 14 3 -
70Indonesia, ... .... ... .. .... .... .. .... .... .... ... .. . .... .... ... .... ? 1~ 309 .22~ 350,25! 8,29~ 38.53! 51201

.
5.20!

.
12,67~

.
5,83

Japan (Including GWra- and Ryukyu) ... .... ... 17 21 1 162 580

?

Middle East countries (,xouding OPEC) -
-

. . 1,670,673 155 .456 155 .925 90 .700 90 .700 24,052
-OPEC countr es (excluding Inclonesia).. .... ....

..

I

-
- - - -

-
Philippines

. .. . .. .... ... ..ceard~ total
7 7 180.396 212 .151 49,360 49.621 17.465 17 .42 ; 16 955 8 540.

... .... ... ..Austral[... .... .

. .. .... ...

38
37

54
so

1.396.106
1

1.860 .243 140.158 161 .310 60.491 54.350
.

30 3
'4

.

24 33 2
P9- and .S. Possessions, total.... ... .

.

.
U

.309,751 1 .725 .096 127.367 748,519 56.329 50.188
,

28 .80:
,

24.33 !Il .
countries, W (Included abow) . .... .

-1

N 13 3 ;he- cumbis. total (Included ab-)-.
5' 7I

30 .

Z

326,75 43,483 53 .

;~

19.

91 28'5- I 9 1 9.871. 5.251 .479 639,351 767. , 110.902 , 109 4 , 2 3 040 1 146,020

P.



Table 1-Number of U .S . Corporation Returns and Number, Total Assets, Receipts . Earnings, Texas, and Distributions; of 'Top 7500" Controlled Foreign Corporations,
by Selected Industry of U .S . Corporation Filing the Return and Selected Country of Incorporation of *Top 7500' Controlled Foreign Corporation - Continued

[money amounts we in thousands of dollars )

Selected industry of U.S.
corporation filing the return

and selected country of
Incorporation of "rop 7500"

Controlled Foreign
Cwp .rad ..

Transportation and public utilities
Ali geographic ... . toted.. .... .... ... .... ... ...

Cereal.. .... ... ... .... .... ... ... .... .... .... .... ... .... ... .... ... .... ..
Laon Amerim total ... .. .... .... .... .... ... .... .... ... ... .... ..

B-11. .... ... ... . .. ... .... ... .... ... .... .... ... ... .... .... ... ... ...
E- or. ... .... ... ... .... .... ... .... .... .... .... ... ... .... .... ... .
MeA a. .... ... .... ... .... ... .... ... .... .... .... ... .... .... ... ... ...
Panama (Including Coned Zone) ... ... .... .... ... ... ..
Venez.,l ... .... .. .... .. . .... ... .... .... .... ... ... .... ... ..... .. ..

Other West- Hemisphere . total ... ... .... ... .... ... ..
The Bahamas ... ... .... .... . ... ... ... .... ... ... .
Bermuda .
Nathwian~'~-'~n'6'~'~- ..... .......... .... .... .... .... ..... .... .... ... ...

Europe, total. .... ... ... .... .... .... .... ... .... .... ... ... .... ... ....
A shl. ... .... ... ... .... ... .... .. .... .... .... .... ... ... .... .... ... .
Belgium .... ... .... .. -.. ... .... ... .... ..... ... ... .... .... ... ... ...
Denmark ... .... ... .... .... ... ... .... .... .... .... ... .... ... .... ... .
France (Including Andorra) ... .... .... ... .... ... .... ... .
Italy mcluding San Marino). .... ... ... .... .... ... ... ...
Lu,e mbourg.. .... ... ... ... .... ... .... .... .... .... .. .... .... ....
Nether ends.. ... .... ... .... ... .... .... .... .... ... .... ... .... ... ..

Nwwa . . . . . . .. .. .. . ... .. .... ..Spain
..

. .
.. ... .. ... . . .... ... - - .... . . .. . ... . * ... .... . ..S-d'n

.... .. . .. ... * . .. .... ... .. . .... .. . . .... . **SMU .rLand.. .. .... .... .. .... ..... ... .... ... .... .... ... ... .... ..United
KJngd -. .... .... .... .... ... .... ... .... ... .... .... ...

West Germ ny ... .... .... ... .... .... .... .... ... ... .... ...AbriM toto

-*-.. .... .... .... *.. .... ... .... ... .... .... ..Utberl. ... ... .... .... .. ... .... .... ... .... .... ....South Africa oncluding Namibia) ... .... .... .. .... ...
OPEC

-Imul .a .. ..

.

. .. .. ... ... .. . ... .. ... ... .... . .

Asls~ total... .. ..... ... ...
. ... .... . .. ... ... .... ... .... .... ... .. *-Hong Kong .... .... ...
. .. .. ... . ... .... ..Indonesia ... .... ... ... .

Japan including d' 8-y-&-y~-i
Middle East countries (excuding OPEC)
OPEC countries (excluding ~nclcmss.). ... .... ....
Philippi as.. .... .... ... ... .... .... .... .... ... .... .... .... .... .. ...

Oceards, toted.. .... ... .... .... .... ... .... .... ... .... .. .... .... ....
Australia... .... .... ... .... .... .... .... ... .... .... .... ... ... .... ....

Puerto Pi- and U.S. Ponleassions, tted..-
OPEC countries. total (Included bow) . .. .... .... .
TaxI hevern c0unbles. total (loclUded baw) .

F,,tnltls at end of table .

Number of
U .S.

corporation
return s

(1)

Number of
foreign

corporations

(2)

Tot.]
ase.ts

(3 )

24 .873.374
6.074.605
2.370.456

138,25 0

119,731
1 .054,209

6 .473.974
135.102

11~1~IN21
5 22 73
7.653,58!

212,24~

676.493
555.354

1,151,00!

220.38i

700.31 6
3.129,774

740,083
1 .241.972
1 .179.44~

493,265
89 .876

104,79~

363 .371
340 .771
201,944
119,94 7

11 .559.987

Gross
receipts

(4)

9.954 .541
2,221,803
1 .070 .902

142 .692

472.178
118,22?

657.41 7
7.758

96,0 5
553 .624

5.153,33~

275.63?

815,347
414.533

-
453,75!

139.06~

282.973
1,265.391

673.254
72,485
33.55 ~

328,115
31 .385-
63 .63 !

375,924
368.094
MASS
54 .610

1 .959.504

-rop 75oir, Controlled Foreign Carp.. .U .n e

Earnings
and Profits

oess
deficit)
before
taxes

Foreign corporations
vAut current awning s

and profits (+)
before taxe s

Earnings
and profits

before taxes
(5)

1,110.436
411.139
112.64 2

7,51 7

6,797
16 .95!

178 .8"
3 .286

802
174 .756
376 .27

10,13!

20 .659
53 .388

9.Bi~

9,10!

48.007
124.799
02,158
-10.056
.11,551

9.244
7.404

-
3.67 !

21,489
20.580
10.858
-7.272

281 .954

(6)

1 .398.410
425.801
163.716

11 .127

9.552
47.76!

209,554
7.713

23.566
178 .286
47-7,41~

19.85!

25,905
54.193-
46 .78~

13,662

54,464
161 .156

88 .240
39 .119
37,62 !

-
39 .145
9,50 1

-
7.25!

32 .791
31,882
10ASS
7.490

456.802

Fo-reign
Income

taxes
(net)
t7)

301.793
141.502
35.1`73

5,315

3 .019
3,42!

18.079
-

-16
10 .094
83,85!

4,20!

10 .138
16 .759

-
5,05 !

75~

7 .231
17,333
21 .11 3

11
11
-

7.986
1 .896

-
3,61 !

11 .551
11 .415
2,741
3,389

49.354

Foreign
Income
taxes
(net)

(8 )

305,100
140.830
39.720
5.432

3,365
3,81 !

19.084
-

-273
19.357
82.79~

4.28!

10,578
16,775

5,11:

75~

7.317
15.643
21.142

130
13?

8.1002
1.896

-
3,51 !

11.797
11,361
2.741
3.389

54,113

Total
distribution s

out of
earnings

and profit s

(9)

421,004
105 .337
3Z730

-

3.511
2 .36~

156 .957
-

47.622
109,345
107.42 !

2,691

1,427
4.954

14,19 :

1,16!

17.681
41,499
19,621

l .W5
1.80!

7,709
1,288

2.18~

9.035
9.03 5

-
3.556

194 .372

T-bW 1-4iluolber Of Ilia C-ponationt Fletm. and Number. Toted Assets . Receipts. Earnings. Tmes . and Distributions of 'Top 7500' Cornbroned Foreign Corporations,
by Selected IndustrY of U.S. Coripanatim Filling the Return and Selected Country of Incorporation of ~Top 7500' Countrolled Foreign Corporation - Continued
[M Y wnwam. - 1.-.no. of do.,.)

Subpart F
Incom e

(10)

248.194
18.356
21 .137

-

-
19.69~

174.217
-

25,426
146.791

30.37~

-
29~

30,088-
-

3,612
3,61 !

474
47 4
-

-
19
-

229.81 8

"Top 75M" Controlled Foreign Conp-bons
F-gn corporations

Selected Industry of U.S. Number of 11h current earning s

-`P`-b-n
filing the a.,. U.S. Number I nd profits nd profit'

'*'
oreign otaland s,Jected country of,,

i f -FT 7 1-
orporation reign

I

oss ess lfwa taxes come 5olibutions bpart Fcorporat on o op 500 eturns orporations ssets ceipts ficit) reign xes t of com eControlled Foreign before Earnings n me net) arring sCorporation taxes
and

profits
:

as
d

n profits
before taxes (net)

(2) (3) (4) 5) 5) 9 )
Water transportation

All geographic mass. toted. .... ... .... .... ... ... . 5 51 .467.742 0 .788 31 9.041 8 044 BCanad. .... .... ... .... .. ... .... ... .... ... .... .... .... .... ... .... .... .. - - - -
Latin America. total. .... .... ... ... .... ..... ... .... .... ... .... ..Brazil . .

. . . ... . .. .. .. . . ... ... ... -

4 1 47.180 9.915 2 .268 8 5
Ecuador . .... .... ... .. .... .... ... . *.. ... .... .... ..Me.dc

." '*. .. .. .... . --- .. . . . . . ... .... ... ... .... .
- - - - -

jinc l
Panama udmg C.-I

Zone) .... ... ..... ... ... ... . 4 1 47.180 9 915 2
-

2 268
-
28 2Venezuela ....

.... ... .. ... .. * - . ... .. . . . . .. .... .

, . 5

Other Western Hemisphere. total _ .... .... ... 3 5 10 592 3 056 1-9 1The Beficands"""'

.. .. .. . .... .... ...

. . . 08
Bermuda.. . 3 5 10.592 3 :056 9 481 1Netherland . as - - - -

.
- 8

Europe. toted. .... ... ..
*.. ... .. .. ... . ... ... .... .A-b-I... ... .... .... ... :

. . . .... .. . . .. * ... ... ..... -BrIgI.-.. .... ... ... ...
. *. .. . ... .. -- .. ... .... ..Denmark... ... .... ... .

.
.. ... .... .

France (including
.... ..Italy (Including San Mwmo~... .. ..

L.embourg .. ... ... .... ... ... .... .... .... ...
Netherland, ... ... ... .... .. .... ... .... ... .... .... .... .... ... ... ..

Nw_y-- ' - ---- ... .. . .. . .... ... . .. ..Spain
*.. ... ... ... .... ... .... .... ... .... .... .S,wde

. ... .... . .. * * * . .. .... . . .... ... ....SlAtzerl.nd ... .... ... .. .... .... .... ... ... ..... .... ... .... ... .... .
United 'angdom

.. .. .... .... ... ... ... .... .. ... .... .... ... ...West German .. .. .... ... .. *. .... ... ... ..... ... _.. ... ... ...
Africa, total

.. ... .. .... .... ... . *-*-.. .... .... ... ...
3 21 63.296 6.996 1 .872 6 .01T 9Ubarla ...

South Aid. ji1~-c-t'u-d'1n- g' Nia-m' I
3
-

1 63 .296
-

.996 ,672 .017 9
OPEC countries

.. .. .. . .... . * .. .... .... * .... .. ... ...
-

Asia, total.. .... .... ..
.Hong Kong . .... ..
. .. .... .. .... .... . .-Indonesia. .... .... .

"- ' ' ' ' . .... . .. ..&1Japan oncfudtng Fl yKyu) .. ...
and"'Middle East cou tries (excluding OPEC) .. ..

In
OPEC

countries (excluding Indonesia) ... ..
Philippines... .. ... .... ... ... .... .... ... ... .... ..... ... .... ... ....

Ocaand~ total ... .... ... .. .... .... .... ... ... ..... .... .... ... ... .... .
Aust,all .. .... .... ... .. .... ... .... .... ... .... ... ..... ... .... ... ....

Puesit FlIca and U.S. Possessions. total .... ... ...
ortc countries.

h`Tax hawnt coun ks. 4 8 .431.723 9.967 76 ,565 8 D44 B

Footnotes at end of table.



Table I .-Number of U .S . Corporation Returns and Number, Total Assets, Receipts, Earnings, Taxes, and Distributions of "Top 7500* Controlled Foreign Corporations,
by Selected industry of U .S . Corporation Filing the Return and Selected Country of Incorporation of "Top 7500' Controlled Foreign Corporation - Continued

[money amounts are in thousands of dollars)

-top 7500" Controlled Foreign CoMorations

Foreign corporations

Selected Industry of U.S. Number of Earnings with current awnings

corPoration filing Me return U .S. Number of and profits and profits I.) Foreign Total

and selected country of corporation foreign Total Gross (less before taxes Income distributions Subpart F

incorporation of wFoo 7500" returns corporations asses receipts deficit) F-.-,elgh taxes out of Income

Controlled Foreign before Earnings Income (net) earning s

Corporation taxe. and profits taxes and profits

before taxes (net )

(1) (2) (3) (4) (5) (6) (7) (B) (9) (10)

All other transportation and public utilities

AD geographic areas, ... ... .... ... 61 330 23 .405,632 9.904 .059 1 .10SAM 1 .349,369 301 .265 304.056 421 JW4 247,585

C-la... ... . -.. .... ... ..... .... ... .... ... .... .... .... .... .. ... 26 61 6,074.83a 2,221 .803 411.139 425.501 141 .502 140.830 105.337 18.356

Latin America, total. ... .... .... .... .... .. ..... ... .... ... .... ... is 32 1 .923,279 1.050.987 112 .559 141 .445 35.245 38,795 32,730 21 .13 7

8 azIl.- .. .... .... .... .. ..... .... ... .... ... .... .... .... .... ... .... ... 5 a 13B .280 142.692 7,517 11 .127 5,315 5.432 - -

Ecuador. . .... .. .... .... .... ... .... .... .... ... .... ... .... .... ... .. - - - - - - - - -

M~xlco . - .... .... ... .... .... .... .... .... .. .... .... .... ... .... ... 4 5 119,731 472.178 6,797 9 .552 3.019 3 .365 3,511 -

Panama (including Canal Zone) . .... ... .... ... .... ...
1!

607 .02! 98 .31 16,67~ 25 .494 2.893 2 .89i 2,36~ 19 .69 !

Venezuela.-. .. .... .... .... ... .. . .... .... .... ... ... ..... ... ... ...

DOW Western Hemisphere, total . ... .... .... ... .... ... 40 53 6.363 .382 634,361 188 .325 209 .283 18,079 19.084 156.967 173,W S

Th Bahamas .... .... .... ... .... .... .... .. ..... ... .... .... ... ... 4 4 135,102 7 .788 3,286 7,713 - - -

Bermuda. .. .... .... ... ..... ... .... .... .... .. .... .... .... .... ... .. 15 19 1, 005 .608 72.949 10 .284 23 .284 -16 -273 47,622 24 .81 8

Netherlands Antilles.. -. .... ... .... ... .... .... ... ... 26 30 5.222.673 553,624 174.756 178.286 10.094 19,357 109.345 148,791

Eur.pr . total... ... ... .... .... .... .... ... .... .... .... ... .... ... .... . 2! 13! 7.645,71~ 5 .153.08! 376 .49~ 4TT~411 83.851 82.7% 107.421 30 .37!

Austria... ... .... .... .... ... .... .... .... .... ... ... ... .... ... .... ...
Belgium .... .... .... ... .... .... .... ... -.. .... ... .... ... .... .... ... . 212,24~ 275 .631~ 18.13! 19.851~ 4.281 4,281 2,694

D,mrh rk ... .... .... .... ... .... .... .... ... ... .... .... .... ... .... ...
France (including Andorra) . ... .... .... ... .... ... .... ... 8 16 676,493 815,347 20.669 25.905 10.138 10 .578 1,42 ;

Italy (Including San Merino)- ... ... ..... .. .... .... .... . 7 10 555,354 414 .533 53,~88 54.193 16,759 16,775 4.954

Luxembourg.. .... .... .... ... .... .... .... ... .... ... .. . .... ... ...
N'thed-dir ... ... .... ... .... .... .... . .. ... .... .... ... ..... ... ...

- -
1!

-

1,151,00!

-

453 .75~ 9,81~

-

46.78i

-

5.05i

-
5,11 :

-
14.19~

19?
N.rw.y .... ... .... ... .. ... .... .... .... .... .. .... .... .... .
S sin... .... .. .... .... .... .... ... .... .... .... .... ... .... ... .... ... ...

P` 4!
220,38! 139 .86! 9.101 13,86! 759 750 1 .16 6

Sweden.. ... .... .... .... .... ... .... .... .... ... .... ... .... .... ... ...

.

;5 tzerfand.. .... ... .... .... .... ... -. .... ... .... ... .... .... -.. 9 20 7GO,316 282 .973 48,007 54.464 7 .231 7,317 17,68 30,088

United Kingdom ... .... .... .... ... ... ... .... .... .... .... ... ... 16 40 3 .121,902 1 .265,145 125.020 161 .156 17,333 15,643 41 .499 -

West Germany ... .... .... .... .... ... -. ... .... ... .... .... .... 10 16 740.083 673,254 82.168 88.240 21 .113 21,142 19,621 -

A

t

Is` . .... .... ... .. .... ... .... ... .. - .. .... .... ..
.

.
.
."IM T

7 8 37a.BT7 53 .489 -21,928 13,102 11 11 1,WS 3.51 2

Liberia ... ... .... .... .... ... .... ... .... .... ... .... .... .... .... ... ... I!
316,14~ 16.55! .23.42~ 11.60! 1! 1! 1 .89 3.61!

South Africa (Including Namibia) . .... ... .... ... .... .
OPEC c ..nt,le. .... ... .... .. . ... .... ... .... .... .... ... .... ....

Asts. tota .. .... ... .... .... .... .... ... .... .... ... .... ... .... .... .... . a 17 482.5D9 328,115 11.341 39.145 7,996 8,002 7,709 474

Hong Kong ... .... .... .... ... .. . .... .... ... ... ... .... .... ... ... 3 3 79,220 31 .355 9 .501 9,501 1 .896 1.896 1,288 474

Indonesia ... .... .... ... ..... .... ... ... .... .... ... .... .... .... .... .
Jaw (IncludIng OkInawa and Ryuhyu) ...

-
5

-
5

-

104 .790 63.636

-

3 .67!

-

7 .25!

-

3 .81!

-

3,81!

-
2.18 :

Middle East miles (e,cludlng OPEC)
cou'OPEC countries (excluding Indonesia)- .... ... ...

Philipp nes... .... ... .... .... .... .... .. .... ... .... - - - - - - -

Oceard~ total.. .... .... .... ... .... .... .... .... . . .... .... .... ... ... 7 15 354,348 375.924 21 .028 32,330 11,851 11,797 9.035 -

Australia ... .... .... .... .... .... .... ... .... .... ... .... .... .... .... .. 7 13 331 .747 368.094 20 .119 31,421 11,415 11 .361 9.035

Puerto Ric . and U .S . Pc... ?A-. . total .... .... .. 5 5 182 .820 84.291 10 .8" 10,8" 2.741 2,741 - 19

OFIEC countile, toW ond ed b-)

'd

4 4 1 6

10 27' 4'0 3"3 3. 3 656

-

Tm haven countries, total

1

(included at, 112

J..1 J .X~

31 2131~. 35 ~ ~1-312 2291210

Footnote, M end If tlbi,.

Ta I.-Wunribis, of U .S. Gorporathon nexiMms and Number, 7otal Assets . Receipts, Earnings, Taxes . ard Distributions of 'Top 7500* Controlled Foreign Corporations .
bq'by Selected Industry of U .S. Corporation Filing the Return and Selected Country of Incorporation of "Top 7WG* Controlled Foreign Corporation - Continued

[money amounts ,a I, thousands If dollars]

'70p 7500" Controlled Foreign Corporations

Foreign corpora

ti ''
Selected Industry of U.S. Number

of
Earnings with current ea,nl. ~.

corporation filing the return U .S. Number of and pn.fits and profits (+) Foreign Total

I
cand selected country of

n orporation of "to 7500"

corporation foreign Total Gr6ss less before taxes Income distributions Subpart Fp

Controlled Foreign

returns -m .ratlmi . asses receipts deficit) Foreign taxes out of Incom e

Corporation
before Earnings Income (net) earnings
taxes and Priori . taxe and profitsbefore taxes

(net)

(10 )
Wholesale and retall trade

All geograptic areas. total_ 61 333 38 .306,449 46,138 .962 1 .669 .317 1 .949.026 435 .009 426.1555 489.011 170,747C.-d.. .... .... .... ... .. .... ... ... .... ... .... ... ... ... .... .. .... ... 31 64 a .438,488 12.gB5 .452 42B.922 451 .635 185.925 184 094 103272 283Latin America, total .... ... ... .... ... .... ... ... .... _
Brazil

14 31 2 .924.450 4.ST7,417 40,225 87,048 9.339
.

9 750 41 374 12 432. . .. .... .... .... .. .... ... ... .... .... ... ... .... .. .... ... .... ..
Ecuador ... ... .... ... .... ... ... .... .... .. .... .... .. .... .

5 11 589.974 731 .081 -24,067 15.936 755
.

1,169
,

10 .693
.

-
Moxf a. ... .... ...

Panama (including Canal Zone) . .... .... ... ... .... ...
Venezuela.. .. .. ... ... ... .... .. ... - I! 1,776 .18! 3,305,28~ 18,24~ 23 .39! 4,50i 4.50~ 21.0D~ 12.43?

Other Western Hemisphere. total.. ... .... ... .... .... ..
The Baftsma

21 39 5.021 .995 4 .507.425 249,151 3DB,00 31 .436 20.642 97 132 126 11 1_ ... .. .... ... ... .... ... .... ... .... .
Bermuda.

'- -

3
15

a 444,183 3 .405.189 93.596 93 .596 14.904 14.904
,

14,527
.

8 21 0
Nethedai~S A,-t0-e-s- ... ......... *.' '*"". .... . ... 9

20
11

874 .26 9
3 70 4

370,250 34 .475 78,140 2.301 -544 23 .084
.

21 .50 3Europe . . ..total .

.. .
29

, 3 .5 4 731,987 121 .079 136,463 14.231 14,282 59 .522 96.399
.

... . .Austria
13j 16.581.12! 18.506 .491 554 .41~ 674,39 85 .25~ 79 .17i 141,63~ 4.16!

Belgium

Oerl-k.. .... ....-* . .. ... .... .. .... ... .. .. . . . .. . . .... ..

- -

249,021 439 .031 12 .67? 14.701 1,30! 1,30! 3 .1 1
France (Includi. rra ).
Italy end-ifing San Marino)

10 12 620.430 11958 .839 9,370 21 .096 10 .497 9 .622 2 17 3.. .... ... ... .... .. .... .... ..
Luxembourg... ... ... .... .. .... .... ... ... .. .. ... .... ... ...

7

-

11

-

447,202 1,002 .645 3 .814 15.735 7 .792 6 .732
.

2 .07 4
N.Mtr and.... ... .... ... ... .... ... .... .. .... ... .... ... .... .... ...

I'Norway .... .... .... ... .. .... .... .... .. .... ... .. .... ... .... ... .... .
7
-

1 3
-

836.531 1,368,646 18.924 20,354 2 .961 3 .226 -5.913 1,41 4
Sp.In . ..... .... .... ... ... .... ... ... ... .... .... .. .... .... .. .... .... ..
Swede. ... .... .... ... ... .... ... . . .... ... .... ... ... .... .... ... .... .

3
i

120.79? 76,58! -27.04~ 2.265 -1,108

SwIucriartcl ... .... ... .... ... ... .... ... ... .... ... ... .... .... ... ...
United lqngdom

a 12 6.086 .613 6 .207,125 241 .261 246 .66; 1,55;

-

1 .393 -1 102 -2 21 8.. .. .... .... ... ... .... ... ... .... ... .... ... .... .
Wes Germany.. ... .... .. .... .. ... . .

I

1 8
10

5 1
1

6.952 .119 5 .626,265 210,936 258,689 36.504 33.287
.

105.792
.
53 7.. .. .. .... .... ...1

fiflas 'tal
6 1,063 .002 1 .753,014 80.529 84 .011 22.661 22.924 20.906 -. ..... .... ... .. .... .... ... ... ... .... .... ... ... .... .... ...

Liberia... .... .... .... ... ... ... .... ... ... .... ... .... ... ... .... .... ...
1i 572.661 1 .063 .41~ 54.90: 59 .69~ 24.n 27,06? 57,25~ 33!

South Africa (including Namibia) . .... ... ... .... .... .
OPEC countries .... .. ...

. . - *.. .. .... ... ... ... ... ... ...

-

sla, total... .... .... ... ... -
Hong Kong. ... .. . .

14
9

21 2,233.403 1 .998 .041 215,301 227,312 75,233 75 .356 37 .629 40220. . .. ...
Indonesia. .... ..... ... ... ... .... .. .... .... ... ... .... ... .... ... .... -

12 1 .272.300 634 .682 176 .810 176,810 35,809 35 .809 25 .781
.
402

Jaw Onducnng Oldnawa and Ryukyu)... ... ....
Middle East co nIll- (excluding OPEC)

u'

4 6 578.713 557,048 24 .771 31,554 -19,233 -19.356
-

2.260c
OPEC ountrfes (excluding Indonesia) . .... ... .... -
Philipp rus .. . .... ... ... ... .... ... ... .... ... ... .... .... ... .... ... .

I
'

teanta. total. .... ... ... ... ... .... ... .... ... .... ... .. . .. .... .... ..
Austmll .

10 26 2.146 .142 2 .309.32; 115.556 129.925 19.970 19.724 10 213 7 016.. .... .... .. .... .... ... ... .... ... .... .. .... ... .... .... ... . 10 23 2.007,305 2 .061 .302 105.101 117 .942 10.226 9.812
.

a,712
.

7 016Uefto "co arid U.S. Possessitms, foist... ... .... 5 6 388.lr7 91 .391 10.84 10 .84 3 04 3 0 51

,
-

i. . ountries. total ii 1 .Z1W .

-

! ! . ! . ~ ?1ax h . t =rrb~: :

-courroverr.

_

- 36 90 15.139.194 16.125.12; - 699.284 rre.69o , 76.897 f 74.187 , 150.927 162,578
Footnotes at end of table .



'Top 7500" Controlled Foreign Corporation s
Foreign corporation s

Selected md-firt,, I U .S . Number of Earnings Ath current earnings
corporation filing the return U .S. Number of nd profits nd profits (+) oreign otal

and selected country of
I i f ' '-

orporation oreign tal oss ess fore taxes come stributors bpart Fncorporat o Top 7500
on

eturns orporations s,seta ceipts fic10 reign xes t of come
d

Controlle Foreign before

~
ic a

'
net) ings

-
Corporation

rt d

pr m':

,
ma d profitsfref

.,e .a. (net)
(1) (2) (3) 4) 5)

_

(6) ) ) ) 0 )
Petroleum and Petroleum product s
All gegraphl. aree.. total ... .... .... .... ... .... .

Cansd.. .... .... .. ... ... ... .. . ... .. ..... ... .... .... .. .... .... .... ....

5 0 .112.392 1 .283 .177 99.308 2.957 .091 ,823 3,050 .091

tAtIn America, total. .... ... ... .... ..
0Brazil. .... .... ... .... ... .. .... ... ... .... ... .... .... .. ..... .... ... ....

Ecuador . .... .... ... ... ... ... ... .... ... ... .... .... .... .... ... .... .
Mexico. . .... ... ... .... ... .. .... ... .... ... .... ... .... .... ... .... ...
Pa me (Inc siding Carial Zone).. ... .... .... .... .... .
7Ve ezuel

.
.
. * -' --. ... .... . . .. ... . .. ..Other Western Hemisphere . total.. .... .... .... ... ...

The Bahamas
-. ... ... ... ... . . . ... .... . . .. .... .

1! 23.81 .588,699 0 .332" 25.45! .1 .1 .13: .66 ~
Bermuda

' *Netherlands ~n il]jie
. . '.Eurcae. total. .... ... ... .

. 7.
.. ... ...

. .
.. .

. .
.
. ...

.
..

.
A.st,l .... ... ... .... ... ..

. * , *--. ... .. .... .

5 35.403 .502 156 947 8 8 7
Belgium .... ... .... ... ...

.. .... .. ... ... .Denmark .... ... .... ... .
France (including W~.rra j
Italy (Iftluding San .... ... ... .... ..... .. ....
Luxembourg .. .. .... ... .... ... .... ... .... .....

.. . .. .Ne he'lands ... ... ... .... ... ... ... .... ... .... .... ... .... .... ..."o-Y.. ... ... .... ... ... .... .. ... .... .... .... ... ... .... .... .... ..S In ... .... .... .... .. .... ... ... ... .... ... ... .... .... .... .... ...
' .... .dcn. ... .... ... .... .. .... ... .. .... .... .... ... .... .... .... ..SZ

Smtzerland ... .... ... .... .. .... ... ... .... .... .
Untie d
West Germany.. ... ... ... ... .... .... ... .... ... .... ... .... .... .AhiM ,

raw. .. ... .... ... .. .... ... .... ... ... .... .... ... ....
Ubc,fis .

- - -South ;~~icwlinciu ;siing .. .lea ... . .. . .. .
OPEC counts

.. .. ... ... ....Asia, total ... .... ... ... ... ...
. .... ... .....Hong Kong. .... ... ... ...

.Indonesia. .... .... ... ... ..
Japan (Including
Middle East countries (excluding OPEC )
OPEC countries (excluding Indonesia).. .... .... ..
Philippines ... .... ... ... .... .. .... ... .... .. .... .... ... ..... ... ....

Ocrarii~ total .... ... ... ... ... .... ... ... .... .... .... .. ..... .... .... .
Australia... ... .... ... . . ... ... .... ... .... ... .... ... .... .... ... .... .

Puerto Atco, old U.S. Poansesslams . total... ... ....
OPEC c0unhies . total fincluded sb~).. .... ..

.
....

Tax haven cammisk-s. twal ilswkWed ab-e).- 4 1,770.31; .9930~ 35.18; 70 .310 1 .87; .11~ 137 .55`1

Wholesale trade
AD geographic areent, total.. ... .... ... ... .... ....

Coined .... ... .... .... ... .. .... ... ... .... ... .. .... ... .... ... .... .... ...
train Amerlc~ tatal .... ... ... ... .... .. .... ... .... ... .... .... ...

8 it .... ... ... .... ... ... ... .... .. .... ... ... ... .... ... .... ... .... ....
Ecuodor. ._ .. .... ... ... ... ... .... ... ... ... ... ... .... .... ... .... ..
Mexic o
Panama iim,*1udI,g Canal-Zone)
Venezuela. ... .... ... . .. ... ... ... ... ... .... .. .... ... ..... .. .... ...

Other Western Hemisphere, total. .... ... ....... .... ...
The Bahamas.. ... ... ... .... ... ... ... .... .. .... ... .... ... .... ...
Bcr .ud
Netherlands

Europe. total .... ... ... .... ... .. .... .... .. .... ... ... .... ... .... .....
A strIa.. .... .. .... .... .. .... ... .. .... ... .... .. .... .... .... .. .... ...
Belgium .. .... .... ... ... ... .... .. ... ... ... ... ... ... .... .... .... ....
Denmark.. ... .... .... .. .... ... .. .... ... .... ... ... ... .... ... .... ...
France (including Andorra) .. .... ... ... ... ..... .. .... ...
Italy (including San Marino) .. .... ... ... .... .... ... .....
Luxembourg. ... .... ... ... ... ... ... ... .... ... ... .... .... .. ..... ..
Netherlands. ... .... .. .... ... .. .... .... ... ... ... .... .... .. .... ....
Nor,voy ... ... .... ... ... ... .... .. .... ... ... ... ... ... .... .... ... .....
Spain

. . - - ... . - . . ~ ~ - . . . - ... ~.. ... . .... ...5'eden. .... .... .. .... ... . :. ... .... .. .... .... .... ... ..
S Ueflitrid .... .... .. .... ... .. .... ... ... ... .... ... ... .... .... ....
United Kingdom . .... ... ... .... ... ... .... .... .. ..... ..
West Ger any.. .. .... ... ... ... .... .. .... ... .... ... ... .... ....

Africa, total.. .... ... ... ... ... ... ... ... ... .... ... ... .... .... ... .... ..
Ubefl.
South N"'a
OPEC countries.. .. .... ... .. .... ... .... .. .... __.. ... .... ....

Asia. total. ... .... ... ... .... ... .. .... ... ... .... ... ... .. .... .... ... ..
Hong K ng.. .... ... ... ... ... ... ... .... ... ... ... .... .... ... .... ..
Indon, Is.. .... ... ... ... ... ... .... ... ... ... .... .. .... .... .... ... ..
Japan {Including Oldn- and Ryukyu) . .... ... ..
Middle East countries (oxcluding OPEC)
OPEC countries (excluding Indonesia) ... ... .... ..
Philippines. .... .... .. .... ... ... .... ... ... ... .... ... .... ... .... ....

ocariale. total.. ... ... .... ... .. .... .... .. .... ... ... .... .... ... ..... .
Australia ... .... ... ... .... ... ... ... .... .. .... ... ... .... .... .... .... .

Puerto Ric. and U.S. Possessions. total. .... .... .
OPEC countries, total (Included above) ... .... ..... .
Tax haven coxemles. total (included abcv,e).-

Selected Industry of U.S.
corporation filing the return

and selected country of
Incorporation of "rap 7500"

Controlled Foreign
Corporation

Footnote. . and .1 table.

Footnotes at end of table.

Table I .-Numbeir of U.S. Corporation Returns and Number. Total Assets, Receipts, Earnings, Taxes, and Distributions of 'Top 7500* Controlled Foreign Corporations,

by Selected Industry of U .S . Corporation Fifing the Return and Selected Country of Incorporation of *Top 7500* Controlled Foreign Corporation - Continued
[money amounts are in thousaardS of dollars]

Number of
U .S .

corporation
returns

-
6

4
4

18

Number of
foreign

corporations

(2)

11
6
-

14
12

57

Total
asset,

(3)

22.156.407

1,389.800
2,729.430

494 .08 3

1 .766 .02!

1 .097 .99!

489 .302
200 .800

13.265 .485

-
-

467.633
4DO .107

704.723

6 .032,58;
5,290.065

142,844
572.66~

1 .593.135
1,041.666

-

1 .461,434
1,352 .44 2

10.690 .232

Gross
receipts

(4)

31.993.822
3.291 .727
4.483 .90 2

680 .82 0

3,292,62!

3.920 .68 ~

278 .029
332.294

15.734.773

-
-

1 .810.155
959,134

-
1,290.450

-

-6 .163~270
4 .742,405

653.489
1 .063~411

1 .4TB,065
346 .320

-

2.018 .207
1 .781 .00 1

15.102 .581

-Top 7500" Controlled Foreign Corporations

Earnings
and profits

gas,
deficit)
before
taxes

(5)

826.487
41.040
21.266

-22 .958

17 .82 ~

115 .64?

6 .909
28,005

403 .325

-
-

9 .144
-1,994

-
18,073

-

-239.938
142.926

13,397
54.90~

89.386
59,72 3

-

100 .2115
89 .62 4

442,M

1~oralgn-corporavon s
With current earnings

and profits (+)
before taxe s

Earnings
and profits

before taxes
(6)

1,026.916
50 .945
65 .023
13,979

22 .97!

157 .09!

48,351
28 .805

464 .516

-
-

12,523
9.532

-
19.311

-

242.230
176.BTS

13.734
59.69 :

-
98.057
59 .72 3

-

110 .880
98 .897

501,33;

Foreign
Income
taxes
(net)

(T)

164 .491
15 .513
8 .564

-

4.48~

17.33 ?

580
1,854

32.767

-
7,236
4,391

-
2.9fil

l;
10.743
6.663

24.00~

-
49 .009
17,61 8

-

16.199
6.45 !

42.471

Foreign
Income
takes
(net )

(8)

161 .186
15,797
8.976

414

4,48i

14.49i

-2.266
1.854

29.061

-
-

6,307
3,332

-
2,085

-

--120
10,513
6 .527

27, 09

-
49,009
17 .61 8

-

16.782
6,871

39,353

Total
distribution s

out of
earnings

and profit s

(9)

2".187
-

33.363
9,139

21 .00?

22.62~

15 .300
3 .60 7

103 .841
-

-
5.91 3

-

1 .10;
95.961

57,25~

-
17.629

5.781

-

9.47111
7.96!

56.422

Inablia I .-Alia-b- of U.51. Ckpostbh Return . and N.Ib-. Tated Asserts. Receipts . Earnings . Taxens. and Cristributions of 'Top 7500' Controlled Foreign Con-P-6-s.
by Selected Industry of U .S- Caricaration Filing the Return and Selected Country of Incorporation of "Top 7500" Controlled Foreign Corporation - Continued
[Money amounts we In th-sand, of dores]

Subpart F
Income

(10)

32,20D
-

12,432
-

12.43~

15.12~

3 .518
3,400
4,169

-

-
1,414

2 .21 8
537
-

331

217
21 7

-

-



Table I .-Nurnber of U .S. Corporation Returns and Number. Total Assets, Receipts, Earnings. Taxes. and Distributions of 'Top 7500' Controlled Foreign Corporations,

by Selected Industry of U .S. Corporation Filing the Return and Selected Ccduntry of Incorporation of 'Top 7500' Controlled Foreign Corporation - Continued
(Money amounts we In thousands of dollars)

'Top 7500" Controlled Foreign Corporation s

Foreign corporeal hs

Selected Industry of U.S. Number of Earnings with current earnings

corporation filing the return U .S . Number of and profits and profits (+) Foreign Total

and selected country of corporation foreign Total Gross vess before taxes Income distributions Subpart F

incorporation of "Top 7500" returns corporations assets receipts deficit) Foreign taxes our of Income

Controlled Foreign before Earnings Income (net) earnings

Corporation Wes and profits taxes and profits

!.efore Wes (net )

(1) (2) (3) (4) (5) (6) (7) (a)

All other wholesale trad e

An QwK;rw:I*. anea.. total.. .... .... .... ... .... .. 77 129 18 .044,015 20.710.645 527.180 673 .959 113 .400 77.363 131,127 9.11119

Camad. .. ..... ... .... .... ... ... .... .... ... .... .... .... .... ... ... .... .. 13 16 1 .225.225 2.445.345 36,545 41 .076 11 .273 11.3r7 -

Latin Annerim total . .... .... .... ... .... .... ... .... .... ... .... .. 8 23 2 .078.122 1 .242.815 -628 43,129 4.149 4.561 12 .363 67F

Brazil . . .... .... ... ... .... ... .... ... ..... ... .... .... ... .... .... ... ... 3 7 494.003 680,820 -22,950 13,979 - 414 9 .139

EcWd.. ... ... .... .... .. ..... ... .... .... ... .... .... .... ... ... .... . - - - -
Mexico

. .. .... .... .. .... .... ... ... ..... ... . ... .... .... ... ...
Panama (Including Carud Zone) .. .... .... ... .... .... .

-

1,114.721

-
51,53~

-
4,06!

-

1,08! 6~ 6~ 67~

Venezuela. ... .... .... ... ... .... .... .... ... .... .... .... .... ... ... .

Other Western Hemisphere. toted.. .... .... ... ... .... .. 10 274.10! 331 .981 25 .31! 31 .63~ 2.15! -67~ 1 .49? 4.4 9

Th Bahamas.. .... .. .... .... ..... ... ... .... .... .... ... ... .... ..
Elcr-d . .... .... ... ... .... .... .... .... ... .... ... .... ... .... .... . 137.574 7,000 -1,392 4,924 .2,841 3.51!

Netherlands Antilles .. ..... .... .. .... .... .... .... ... .... .

Europ" total -. .... .... .... ... .... ... .... .... .... ... .... 10 58 13,130.0131 15.688,271 397 .172 475.570 32.530 28 .823 103.541 3.501

.ust,l.. ... ... .... .... ... .... .... .... ... ... .... .... . .. ... .... ... ..E
.g] .... .... .... ... ... .... .... ... .... .... ... ... ..... .... ... .... ...

tic'" . - .. ... . .. .. ... .... .. ... .. .. . . .. . .. ... ... ....
..

Fran a Oncluding Andorra).. ... .... .... .... ... ... .... ..
cl

4 6 467.633 1,810 .155 9,144 12.523 7,236 6,30 7

fair On.l.d1rg San Marino)..... ... .... .... .... .. ..... 3 6 375,988 931,578 -2,062 6.672 3,852 2 .79 2

Luxe mboxxg .... ... .... ... ..... .... .. .... .... .... .... ... ... ..
Netherlands .... .... ... .... ... ..... ... ... .... .

-

4

-

10

-
7114 .723 1 .290,450

-

18,073 19,311

-

2.981 2,865 5.913 1,41 4

Norw y.. .... ... .... ... .... . - ... .... .. .... ..... ... .... ... -

Spain ... ... .... .... .... ... ... .... .... .... ... .... . .. .... ... ... .. . ..
Sweden ... ... .... .... .... ... .... .... .... .. .... ... .... .... ... .... .Switzerland

.... ... ... .... .... ... .... .... .... .... ... .... ... .... ... 4 7 5.941,568 6,157.966 234.634 236.926 58 ; 416 1,10 ; 2,08 ;

United Kingdom- .. ... .... .... .... ... .... .... .... .... .. .... .. 7 to 5,277,793 4,728.763 142.143 176.091 10 .508 10.278 95,961 -

West Germany. .... ... .... ... ..... ... .... .... ... .... ... .... ... 3 4 142 .844 653.489 13.397 13,734 6 .663 6.527 - -

Aides. .. ... .... ... .... .... .... .. .... .... .... .... ... .... . I!
1115 .03~ 190.141 Ill 12,98i 3 .99~ 3.99~ 3.64! 331

Liberia
. .. .... .. -. ... .... .... ... * ... ... .... ..*I"dlrg Namibia). .... .... .... .. .....6

"u heOPEC countries .
...

... .... .... .... ... .... .... .... ... ... .... ...

Aall, total .... ... .... ... .... ... .... .... .... ... ...
. . *. .... ... ... ..

1 .031 .59 602.05! 5Z78~ 61,4!q 25,%! 25.98~ 0,04i 21 ~

Hong Kong. .... .... ... ... .... .... .... ... .... .... .... .... ..
Ind.-I .. ... . .. ... .... ... .... ... .... .. ..... ... .... .... ... .... .
Japan (Including OkInewa and Ryukyu).. ... .... .
Middle iset co,mr-les (excluding OPEC)
OPEC countries (excluding Indonesia) .... .. ..... .
Philippines. .... ... .... ... .... ... ..... ... .... .... ... .... .... .... ...

Ocewdla~ total .... .... .... ... .... .... .... .... ... .... .... .... ... .... . 3 4 143.406 206.987 5 .444 7 .405 3.301 3,301 1,542

Australia -- .... ... .... ..... ... .... ... .... .... .... ... .... . 3 4 143,406 206 .98 : 5,444 7.41 3,301 3,301 1,54!

Puarto Rlso and U.S. Possessions. total.. .... ... .

.

OPBC cour,t,i,s. total andu ad,

dedTax thenan countries. total (Irluldled .. 14 1 40 1 8,919.915 1 8,109 .409 1 307 .650 1 331 .022 1 20.593 17 .450I 14.286I 1 8.1155

F-hot .s at end of table.

Table lf .-Nunhfbsr~ of U.S. CwPoraffort Reftinns and AlUmInw. Total Assets, Receipts, Earnings, Texas. and Distributions of "Top 7500' Controlled Foreign Corporations,by Selected Industry of U.S. Corporation Filing the Return and Selected Country of Incorporation of 'Top 75008 Controlled Foreign Corporation - Continued(money amounts are 1, th-sends of d,liers)

I - "Top 7500" Con lled Foreign Corp nation s

Selected Industry of U .S . Number of Foreign corporations

c-POlatl n Ifing the return U .S . Number of
Earnings with current earningseo ]

and 3 acted country of corporation foreign T t l

and profits and profits (,) Foreign Total

lncOrPOMtlo It "rop 7500"

n
returns cor o ati

o a Gross fless before taxes income dWrIbutions Subpart F
Controlled Foreign

p r ons asset, receipts deficit) n-'reign

'r"g

-as cut of Income
Corporation before Earning s

7

a

Inc
.m

e

--m

(net) earning s
taxes

pr:fi

.nd profits
is

s

taxe s

a

and w .fits

or .

,

before taxes

I

Inel )

Retall trade

(2) (3)
(7) (10)

Ali ge.Welphic wass. total... .... ... .... ... .... .. 29 164 16,150.042 14.145.140 842.830 922,110 270 519 265 669 44Canada. ... .... .... .. .. ... ... .... .... .... .... .. .... .... .... ... ... .... .

Latin Am es, total
"

16 44 7.04816W 9.693 .725 387.682 400.690

.

170,112

.

168 297

2 .024

103 272

138.467

.... ... ...
Brazil. ..
Ecwd

w .. .. . ... .. .... . . ... ...

195.02~ 193.51! 18.95? 22.02! 771
. .

8.01?

283

. .. .... .. .. .Mexico ..

Panama (Including Canal Zone) ... .... ... ... .... .... .
Venezuela. ... .... .... ... .... .... .... .... ... ... .... .... ... ...

.. .
other West Hemisphere. totail .... ... ... .... .... ... .The Ba.7s I ? 1~ 3 .923,111 586,74! 133,50! 151

1 0 14 09B 14 1 -Bermuda ... .... .. . .
,
? . . 4! 74,50! 110.

96!.. .... .... . _ .... .... ... ... .... . . .... ... ...
Nethedands Antilles _ .. .... ... .... ... .. _ .' , '

6
5 7

3a4,966
3 502 744

92 .221
399 692

27.567
92

29 .790 1 .72; 1 .721 7 .784 17.985
Emerpa . tot

.
... .... ..... ... ... ..... ... ... .... .... ... ... .... ... 1 7

, .

3 315 611

. ,275 107,659 12 .377
1

2.420 55 .915 92.999
Austria

. ... ... . . . . * * "

! ~ . . ~ 2 .T71.72! 151 .08! 189.84? 52 .491
50

.1 1! 37 79
Belgium. . . . . .. .. ' ' " "* *

*... .... .... .. ... * ... .... ... .... ... .... .D-m .

... .. . ... . * - * * --

4 223,70! 415.71 12.70? 14,2(]~
.1 1? .16!

. 1

2 81
France Oncki 9 Andorra) .... ... .... ... ... ....

dln 152 79

, !

Italy ondudln
! 'an Marino)

. .... ... ... .... .... .... .. ...
, ! 148,681 22! 8.59 3.29 3,31! zv

Luxembourg

Netherldmds..~ *-. .... ... ... ----. .... ... . . ..
..

Norway .... .... .... ... .. ... . .. ... .... ... .. * .... .... .. .. . 111*11

... . .. ... ... .. .. . . . .. .... ...

-
3

-

3
-

131.807 -713 .195 -851 -1 .044 - 341

~

Spain .... ... ... ..... .... .
Sweden .... .... ... .....
Switzerland .... .... ...
United KIngdom ... .... .... .... .... . 10

54,032 43.85 ; 1,32; 4.43; 1 .50 ; 1 51 ;
West Germany.... ... .... ... .... . _ .... .. .... .... .... ... . 7

3 2
12

1 .652 .053 083,860 68 .010 81,815 25 .761
.

22 .774 -9 s
3 1Iflics. feral... .... ..... ... ... .... .... .... ... ... .... .... .... ..... ...Liberia -

920,158
-

1,099.525

-

67,133

-
70.277

-
16,198 16,397

'
20 .90 8

South Africa (Including flarelblr) .. ... ... .... .... .. .
OPEC countrie s

sla. total .... .... .. .. .... ... .... .... ... ... .... .... ... ...
Hong Kong... ... ..... ... _. .... ... .... . __ _ __ 6

10
6

640268
2 :

519,976 125,916 129. 26.224 26347

-

20
000

2018 5Indonmla... .... .... .... ... .... . _ .... .... ... .... ... ...
- -

30 634 288 .362 117.007 117,087
18 .19

1 18:191
.

20.000 20:1 8 5- and
.... ... ...0' - Ry"Japan =u e YU' -

-
- -

' ..c .
ncl s PEMiddle ding 0 Q

OPEC countries (excluding Indonesia) ... .... ... .. -Pilfillepires
.. .... .... .... .... ..

cewl~ I led.
Austra 0 -*. .... .... ... ... ..

He .. .... ... .... . - ... ... ... .... ..

6
6

12 684.708 291 .116 -15, 2
35

-

19 .045 3 T71 Z941 -7 4

-

. .... ... .
.
.jerto Rlco andl U.S.

possess to

11 654.863 280.301 15.477 19 .045
.

3,771 2.941
' 1
Q

7. 1 6
7 01 6

countries .
tota

l

1EC
4 4 341 .726 58 .344 10.137 10,13T 3,048 3.048 500

.
-b-

coLartfars, total (Included abow) .... 213 4 ~ ;

- - -
4.448,gS2 1 1,022.5 0 2. .4 35 1 34.427 1 XII29 94 505 131 169

Footnotes at end of table.
1 . 1 .



Table 11-Nunther, of U .S. Corporation Returns and Nunfibu. Total Assets, Receipts, Earnings, Taxes, and Distributions of 'Top 7500' Controlled Foreign Corporations.
by Selected Industry of U .S . Corporation Filing the Return and Selected Country of Incorporation of "Top 75oo" Controlled Foreign Corporation - Continued
(Money amounts we In thousands of dollars )

Selected Industry of U.S.

corporation filing the retur n

and selected country of

Incorporation of 'rop 75OD"

Controlled Foreign

Corporation

Finance, Insurance . and real estate
Ali geographic areas, total.. .... .... .... .... .... .

Canada.... .. .... .... ... ... ... .... ... .... ... .... . I. .... .... .... ....
Latin America, total ... ... ... . _ .... ... ... .... .. _. . _

Brazil. .... ... .... ... ... .... .. .... .... ... .... ... .... .... .... ... .... ..
Ecuador . .... .... ... ... .... ... .... ... .... ... .... ... .... .... ..... ..
Mexico
Paname iincluding-cri-n-ai-Zons) .. .... .... .... ..... ....
Venezuela ... .... .... .. .... ... .... ... .... .... ... ... .... ..... .... ...

claw Western Hemisphere. total .. ... .... ..... .... ...
Th Bahamas. ... ... ... .... .... .. ..... ... .... ... .... .... .... ....
Bermuda. ... .... ... ... ... ... .... ... .... .... ... .... ... . ... .... ...
Netherlands AntIlles . .... ... .... ... .... ... ..... ... .... .... ...

Europe. totaL... .. .... ... ... ... .... .... .. .... .... .... ....
Aust~a. ... .... ... .... ... ... ... .... ... .... .... ... .... .... .... .... ...
Belgium. .... .... ... ... .... .. .... .... .... .. .... .... .... .... ..... ... .
Denmark. ... .... ... ... ... .... .... .. ... .... .... ... .... .... ... ...
France (Including Andorra) ... .... .. .... .... .... ..... ...
Italy (Including San Merino)_ .... .... .... .... ... .... ..
Luxembourg ... ... .... ... ... .... .... .. .... .... .... ... .... ..... ..
Nethe'lands .... ... ... .... ... . ... .... ... .... ... .... .... ..... ...
N- . .... .... ... ... .... .. .... .... .... ... ... .... .... .... ... .... _
Spain ... ... ... .... ... ... .... .... .... ... .... .... .... ...
S-d-. ... ... .... ... .... ... ... ... .... ... .... ... .... ... ..... .... ..
S tzedand .... .... .. . .. ... ... .... ... .... ... .... .... .... .... ... .
United Kingdom- .... .. .... .... .... .. .... .... .... ... .... .... ...
West Germany. ... ... .... ... .... ... .... ... .... .... .... .... ... .

Afrizai. ... ... ... ... ..... ... ... .... ... ..... ... ... _
Ubeda.. .... ... .... ... .. .... ... .... ... .... .... ... ... ..... .... .... ...
South Africa (including Namibia) ... .... .... .... .... .
OPEC counties.. .. .... ... .... ... .... ... .... ... .... .... ..... ...

AsI& total .... ... ... .... ... ... ... .... .... ... .... ... ..... ... .... .... ..
Hong Kong. .... ... .... ... ... .... .... ... ... .... .... ... ..... .... ..
Ind.J=sslir.. ... ... ... ... ... .... .... ... ... .... .... .... .... ... .... ..

oncluding OkIn-a and Ryukyu). .... .... .
Middle East caumble. (excluding OPEC)OPEC

counties (excluding Indonesia) .. .... . .. ..
PhIlIppines.. .... ... ... ... .... ... .... .... ... .... ... .... .... ..... ...

Oxcanla~ total ..... ... .... .. .... .... .... ... ... .... .... .... ..... ... ..
Australia... .... ... ... .... ... ... .... .... .. . ... .... .... ....

Puerto RIco sail U.S. Posseselons. total. ..... .

OPEC countries. total (included above) .... ... .... .
Tax h-ri countries . total (Induced abow)

Footnotes M ,it If table .

Number of

U.S.

corporation

returns

(1)

Number of

foreign

corporations

(2)

Total

assets

(3 )

179.847 .139

15.115.567

11,410291
1 .411 .907

836 .520
5,438 .65 ~

24.285 .472
2.668 .915
8,394 .50 5

13,210 .841

102.760,153
863 .55 1

5.102 .521

4.900,067
10.973 .54 3
3.6114 .148
1 .182 .594

245 .55 9
3.255,371

295 .516
6.5T7 .65 8

50 .533.336
14.154.309

955.912
259 .080
359.021

12 .610,364
9,582.609

64,31 6
944,732

10,621 .908
9 .596,262

2 .087.473

172.512

54 .973,591

Gross
receipt s

(4)

25,555.032

3 .352.869

1 .875,121
.343.752

250,319
564,02 !

3.880.355
241 .694

2.237,841
1 .400.06 1

12.482.441
66 .699

579,61~

610 .04 1
1 .672 .500

282,549
36.710
34,955

425 .09S
23 .799

701,61 7
6.368 .698
1.483,71 6

231,ale
42 .033

141,38 ~

1.844,076
1.237,639

5.327
244.26?

1,671,018
1 .631,432

217.334

15,193

7.1".277

"r .p 7500" Controlled Foreign C.raoratl ...

Earnings

and profits

pass

deficit)

betas

taxes

Foreign corporations
With current earnings

and profits (+)
before taxe s

Earnings

and profits

before tax-

(5)

3.603.201

361.921

443.38a
117 .55 3

17 .631
165 .431

805,89 5
80,649

406 .552
318 .9 "

1 .397.339
9,642

66 .251

51 .717
154,29a
23,802
.1,279
-1,451
44 .652
-6,378

135 .345
638.912
259.858

28 .953
16 .574
20,19!

232 .926
168.546

3.384
10,35?

299,716
286,028

33.063

3,572

1 .421 .549

(6)

4 .142.392

392.144

507.091
150,626

34.661
165.831

939,485
84.628

489.536
365.322

1 .631 .327
10.097
71 .1D?

59.453
158.415
24.022

7,OT7
618

45.359
585

142.850
825,700
262.726

45.338
18 .202
20.19 ~

277.413
178 .882

3 .604
33,75!

315.631
301,862

33 .964

3.922

1,5811.923

income
taxea
(net)

(7)

866.010

106.173

105 .758
40.571

13.589
15.351

37.9155
-329

10,858
27.455

4T7.166
3.770

14,14:

15.210
69,528
10.659

653
30

9.488
341

19,344
213.879
9S.812
12.519

2.?49
6.40~

49.937
27.484

418
13.22?

69.896
64.10 2
4.576

545

134.532

Foreign

Income

taxes
(net)

(B )

843.291

10T.415

106 .968
49,751

13 .589
15,35~

38,624
-240

10,843
28.021

453,722
3,770

14.62i

15,291
89,579
10,800

743
52

9.488
345

19.384
189.464
96.550
13.163

2.749
6.40~

49.602
27.446

1,01 3
13.21~

69,221
63.44B

4.576
1.371

134.262

Total

distributions

out of

earnings

and profits

(9 )

578,365

52 .398

65,199
26.872

3 .993
13,14 !

254,112
5 .645

38.865
209.602

176 .240
2,170
6,"~

2,241
6,895

1,504

5.168
111 .288
27,655

4
.096707

18.887
15,36 1

442
1.18!

7,433
7 .07 1

728

307.119

Table 1-Number of U .S. Corporation Returns end Nunnb~, Toted Assets, Receipts, Earnings . Taxers, and Distributions of 'Top 7500" Controlled Foreign Corporations,
by Selected Industry of U.S. Corporation Filing the Return and Selected Country of Inoorporation of *Top 7500' Controlled Foreign Corporation - Continued
fMoley amounts we in thousands of dollars]

Subpart F
Incom e

(10)

362.347

4.822

1,651

308,488
4.271

25 .564
278,654

43,425

648
375

719
1 .10 1

40,468

2,109
2 .109

146
146

2 .808
2.800

54a

317.308

'Top 7500" Controlled Foreign Corporations
Foreign corporations

Selected Industry of U .S. Number of Earnings with current earning s
corporation fillng Me return U.S. Number of and profits and profits (+) Foreign Totalend

selected country of

Incor or tion f --r 7500--
corporatio n

I

foreign TOW[ Gross (less before taxes Income distributions Subpart Fp a o op returns corporations assets receipts d.flcft) tax. out of IncomeControlled Foreign before Earnings (net) as nInga

'
Corporation taxes and profits taxes and pialft .

-
before taxes (net)

(1) (2) (3) (4) (5) (7) (S) (9) (10)
Banking

Ali geographic arress, late].. ... ... .... .... ...... . 41 444 114.681,555 11.785 .9% 1 .752.667 1~972.616 489-144 485,M 218.211116 197.270Canard .. .... .... ... .... ... .... ..... .. ..... ... .... ... .... ... .... ... ... . 11 17 6.122.557 501 .147 64,096 64 .886 34.20B 34.387 726 -
Latin America. total. .... .... ... .... .... .

B"all
is 66 6 .105,939 1 .095.240 300.834 345,100 79.B16 81 .026 57 .132 552... ... .... ... .... ... .... .... ... ..... .... ... ... .... ... .... ... ... .

Ecuador ... .... .... .... ... .... .... .... _ .... ... .... ... ... .... .
20 1,321,484 290 .235 113 .842 1",405 47,720 48,9DO 26,842 -

Mwd o .... .... .... ... .... .... .... .... ... .... .... ... ... .... ... .... ..
Panama oncluding Comal Zone), ... .... ... ... ..
venezuel .. .... .... ... .... .... .... .... .... ... .... ... .... . . ... ... ..

1.200,851 136.10~ 56 .730 56,730 4.014 4,014 11,293
Other Western Herals;Aiere. total .... .... ... ... ....

The Bahamas
21 36 10.978,807 1 .083.939 257.130 302.790 11 .360 11 .667 95.782 154 201.... .... ... . ... ... .... ... .. _ ... .... .... ... ... ... .

Bermuda . . .... . _ ... .. .. .
1 0
3

11 2.567,269 240.210 83.392 83.392 -355 -355 3.900
.

4,271. .. . ... .... .... .... ... ... .... .. .... ....
Netherlands Antilles .. .... .... ... .... .... .... ... ... .. .. 19

3
22

273 .11 1
8 138 427

18.116 9 .758 9,758 - -.. .. ..
.. .. .Europe. total 3

. . 825.612 153,979 209.640 11,723 12,023 91,882 149,930. . .... ... .... .... .... ..
Ausirl. .... .... ... .... .... .... .... ... .... .... .... .. . .. ..

2
3

195
4

71,747.349

1

6.670.302 804.989 883.442 270.409 266.575 45.
606

41
.1 i

s. .. ... ... ...Be

lglum

1
2

6
' '3 53 :23 S

66.699 9 .642 10.097 3,770 3,770 2.1 7 0
De ... .... .. .... .... .. ...

. 399.56? 47.59! 47.71 10 .73~ 10,67! 3,96 !
France (including Andorra) .. .... .... .... ... ... .... .. ...
Italy (including San Marino)

9
11

1 6
i

4.020.945 338.168 35.199 38,325 12.614 11 .627 1 .596... .... ... .... ... ... ....
Lurxembourg. .... .. . 6

s 10,826,930 1.577.226 133,361 137,498 81 .033 81.084 5.631 -.. ... . .. .... . . .... ... .... . . .... .... .
Netherlands .... ... .. 3

7
3

3,000.263 232.323 19.241 19.461 9.390 9.531 - 648. .... .. ... .... .... . _ _. .... .
N

Y-`-- .. .... . .
3 3

1 .050,107
9

21,510 3,665 6.393 506 506 1,804 -
.. .... .Spain. 222. 15

3 1
31 .546 -1,484 586 - 23 -

*** ... .... ... . . .... ... .... ...S.cden.. ... .... .... .... .... ... .... .... .... .... ... ... .. ... ....
. 84.65! 415 .22? 44.23~ " .38! 9,41~ 9.41~SMU

'land.. .... ... .. . .... .... .... ... .... .... .... .. .... ... .... .
cUnited KIngdom

10 14 1,932,247 207,771 40 .393 47 .9D6 6.197 6.237 2 .629
" ."" . ... .... ... ... ..West Germany,,,. ... .... ..... . .

20
1

8 3
19

28 .799.7a6
1

2 .024 .427 227 .120 280 .432 47,469 44,424 10 .159. .... .
Af i t l

3 .101 .316 1 .284 .981 245,331 246 .362 58.815 88.815 16.104 40,45~-r ca. ota
.... .... .. **"** ** ... .... ... . . .... ... ..Liberia I

is 708.953 147.242 9 .037 20,847 7.354 71917 3.389 699. ....
... ... .... .. . .... ... . -- -South Afti ~1-~iuca n Namibia) .. .... ... ... .... ... .

6 170.88~ 6,B7j 4,47~ 6,10! Sq!

OPEC
countries.. .... .... .... ... .... .... .... ...Aslau

total ... ..... ... .... ... .... ..... ... .... ... .... .... ... ..
Mong Kon

23
2

65 9,391 .386 911,807 106,490 141,307 24 .481 23 .204 14AT 146,,*,,,,,,,,, _. .... ... ... * ... .... .. .
Indonesia ... . . .... ..... .. ..... .... .... .... .. .... .... ... ... .... ...

! 3! 7.168 .76! 731 .892 76,70! 86,79? 17,20~ 17 .16? 14.36? 14~
jape, (including Oki- and Ryukyu). 5 a 706 061 50 565 -12 406 7 6Middle East countries (excluding OPEC) . -

.
-

.
-

. . 34 67 -39 - -
OPEC countries (excluding Indonesia) ... ... ... ...
Philippines. .. . .... .... ... .... .... .... .... ... ...ccajrla~ t

. .. .. ... ... . .... .... ...Ausuall
a ..

14 42 9.443,036 1 .360.973 208,447 211 .707 61,046 60.0- 664 8
... .... ... .... . . .... .... .... .... ... .... ... .... .. .... ... .

14 36 8,519,092 1 .336,352 204,902 205 .082 59.292 58.305 664 -
awl. Ric. and U .S. Posseastons, total ... 4 4 180.527 15.346 1 .637 2 538 862 862 - 548PEC countries. total 0-.hlded b.-)_*

.

ax hewn counties, tow (included abow). 35 M 28,94Z798 , 2 .688,418 , 547,015 618.759 . 65.613 _ 64,913 1 129.498 ,

O

P
OT

156.246
Footnotes at end of table .



Table 1-Number of U .S. Corporation Returns and Number. Total Assets, Receipts, Earnings . Taxes, and Distributions of 'Top 7500' Controlled Foreign Corporations,
by Selected Industry of U .S. Corporation Filing the Return and Selected Country of Incorporation of 'Top 7500" Controlled Foreign Corporation - Continued
(Money amounts are In thousands of dollars]

.. I OP 7500" Contr olled Foreign Corporations

Foreign corporations

Selected Industry of U.S. Number of Earnings with current awnings

corporation filing the return U.S. Number .1 and profits and profits (1) Foreign Total

and selected country of corporation foreign Total Gross One before Wes Income qItrb-,tIcns Subpart F

1,empmation of ~Told 7500- returns corporations assets receipts defleft) Foreign Wes cut of Incom e

Controlled Foreign before Earrings Income (net) .,ring s

Corporation Wes and warts Wn and profits

before Wes (net)

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Insurance

AN geographic wen. total ... .... ..... ... .... ... . 39 176 23.506.769 4 .497.431 394 .687 557.105 68.321 67,863 158 .573 53.791

Cared ... ... ..... ... ... ... .... ... .... .... ... .... ... .... .... .... ... .... 19 34 6,705,187 2 .106.517 112 .046 138.2M 27.322 26.693 311097 -

Latin Amml- total .... .. .... .... .... ... ... .... ..... .... ... ... . 1!
1~ 916,12! 158.281 0 .891 26.93! 2.72! 2 .72! 2 .00~ 4718_11. ... .... . ... ... .. . . . . .. ... .. . . .... .. . . .... .

Ecuador... ... .... .. .... ... .... ... .... ... .... ... .... .... .... .... .. -
- - - - - - - - -

Mexico
*'Pan,,, 6n.i.di ng

ve.e,,uris
.. . . .

. .... ... .... . I. .... .... ... .... .... .... .... .... .

Oft' West- Hemisphere, total. ... ... ..... .... ... -- 13 30 4.781,766 676.946 86 .473 152,113 11 .155 11 .140 59,205 51.210

The Bahamas- .. ... .... .... ... ... .... ... ... .... .... .... .... ... 3 3 61,312 1 .262 -1,390 1 .236 26 26 1,745 -

B`m .d.. .... .... .. .... .... .. .... .... .... .... ... .... .... .... .... .. 0 17 3.334 .821 497,641 40.578 103.103 1,997 1,982 27.654 17,3a 5

Netherlands Antilles.. .... ... ... .... .... .... ... .... .... .... .. 6 9 1.374,422 177.305 47.535 47.T74 9.131 9 .131 29.887 33,82 5

Europe. total ... .... ... ... . .. ... .... ... .... .... .... ... ... .... .... . 25 72 9.536.846 1 .099.647 71 .288 109.796 18.995 16 .362 58.209 Z110

Austria ... ..... .... .. .... ... ... .... .... .... .... ... .... .... ...
Belgium. ... .... .... .... ... ... .... .... .... .. .... .... ..... .. .... .... .

-
5

-
9

-

1.123,108 118.317

-

7.44a

-

12.112

-

11536

-

2,218

-

1 .51 1
Dernnark. .... .... ... ... .... ... .... ... .... .... ... .... .... .... .... ..

- - - - -
France (including Andorra) .... ..... ... .... ...
Italy (Including San Marine) .... .... .... .... ... .... .... .
Lu.Kembourg .... ... ... .... .... .... .. .... .... .... ... .... .... .... ..
Netherlan s .... ... .... ... . -- .... ... .... .. .... ..... ... ..... ..
Norwa . ... ..... ... ... ... .... .... .... .. .... .... .... .... ... .... .... .
Spain ... .... .... .... ... ... .... ... .... ... .... .... .... ... .... .... .... ..
Sweden .. ... ... ... .... .... ... .... .... ... ..... ... .... .... .
Switzell.rd ... .... ... .... ... .... ... .... ... .... .... .... .... ... ....
United KJngd .m. ... .... .... .... .. .... .... .... .... ... .... .... .. 2? 4? 7,198,61! 735.64~ 48.12? T7 .06~ 12,811 11 .49; 44.573 1,01 6
West Germany. ... .... ... .... .... .... ... ... .... .... .... .... ...

AfrIM total
.... .... ... ... .... .. .... ... .... .... .... .... .. .. . .... .

136,341 43.64? 15.45? 15,45~ 4.551 4.551 70~
Liberia.

.. .. .. . . . .... ..'~Includlng Namibia) .... .... ... .... .... .South ~~Iea
OPEC countries

..
.... ... ... .... . I .. .... .. ... I ..... ... ..... .. - - -

Ads,
to

4 421,09 127.88~ 1 .311~ 7,761l 591 eg~
Hong K ng.. ... .... ... ... .... .... ... .... .... ... ... .... ..... .... .
Indon

.. .. .... ... . .... .... .... .. ... i .. . .. . .. . ... . .. .... ."s lJapan, (Including Ok news and Ryukyu). .... .... .
lMiddle East countri ra (excluding OPEC)OPEC ..

. "a"'
(excluding Indonesia) ...

Philippines.. .... ... ... .... ... .... .... ... .... ... .... .... .... .... ... -

Oceania. total. .... .... .. .... .... .... ... .... ... .... .... .... .... .... . 5 11 Sol 250,119 86.120 93,738 4 .80 5.573 5 .469
Australia .. ..... ... .... .... .. .... ..... .. ... .... .... .... .... ... .... . 5 8 750.858 242,408 78,426 86.044 2,155 2.880 6 .10B

Puerto File . and U.S. Pe,es.k-. total.. ..... ... 3 3 199.589 34,306 13.029 13,029 130 130

OPEC - - - - - - - - - -

Ila, In 15 48 6.365,700 SM .892 12D,443 186.735 16.862 16,847 72 .718 52.776

F-n-a at and of lal

Table 1-Numbei, of U.S. Corporation Returns and Number, Total Assets, Receipts, Earnings . Taxes, and Distributions of oTop 75008 Controlled Foreign Corporations,by
Selected Industry of U .S. Corporation Filing the Return and Selected Country of Incorporation of 'Top 7500' Controlled Foreign Corporation - Continued

[Mo-y -una are 1, thousands of dollars)

,q.p 75W" Controlled Foreign Carp...Wn s

Foreign

core

rations
Selected Industry of U.S. Number of Earnings current earning s

corporation filing the return U .S . Number of and profits and profits (+) Foreign Total
and selected country of

" "
corporation foreign Total Gina (less before Wes Income distributions Subpart F

Incorporationder Top 75DO returns corporations assets receipts deficit) Foreign Wes out of Incom e
Condrolle For Ig n

';

before EwrIn.s Income (net) a nings
Cc

rwo n taxes and profits taxes
w

an pronts
before taxes (net)

(2) (3) (4) (5)

Holding and other Investment companies .
except bank holding companies

Ali geographic aren, trial ... .... .... ... .... .... . 4 19 1 .073.292 2.005 .361 184,213 188.789 44 .794 44,790 9.204 5,416
C-da.. .... ... .... . . .... .... . . ..... ... .... .... ... .... ... .... .... ...

Latin America, total .... ... .... .... ... .... ... .... .... .... ... ....
Br.cff.. ... ... .... .... ... .... ... ... .... .... ... ... .... .... .... ... ....
Ecuador .. .... ... ... .... .... ..... ... ... .... .... ... ..... .. .... .... .
Mexico-

- -- -e) .Panama I Zo nvwa_1.
.... .... .... ... .... .... .... .... ... ... .... .... ... .... .... .

Other Western Hemisphere . total... ... .... .... .... ... .
Th . aahwh . ... .... ... .... .... .... .... ... ... .... .... ... .... .... .
Bermuda.. .... .... .... ... .... .... .... ... ... .... .... ..
Netherlands Antilles. ... ..... ... .... .... ... .... ... .... ... ....

Eunop-. tow. .... ... ... ..... ... .... .... .... ... ... .... .... .... .... ..
AusVI ... .... .... ... .... ... .... ..... ... .... ... .... ... .... ... .... ....

3
-

10
-

1 .720.723 86 .063 90,640 29PJ7 29,012 7.235

8 Iglum ... .... .... ... . .. .... .... .... ... ... .... .... ... .... .... .... .
Denmark ... .... .... .... .... ... .... .... ... ... .... .... .... ... .... ...
France oncluding Andenal .... ... .... .... .... .. ..... ...
Italy (including San Marine). .... ... .... ... .... .... .... .
Luxembourg ... ... .... .... .... .... ... .... .... ... .... .... .... ... ..fether

I-da, .. .... .... .... .... . . .... ... .... ... . .. .... .... .... ..
Mc-0

.

. . ... . .... ..Spain
. ... . .. . ..Sweden .

. . .. ... ... -. ... .. . ...Swuea-
.... . . .. ... ...* '* *United l2ngd~~. ... .... ..... ... ... .... .... ... ..... ... ... 413.14~ 1,579.82! 57.78 62 028 24 02 24 02 7 2 3West Germany.. .... .... .... ... .... .. .... ... .... .... .... .... .

~ . , ! . ! , ~Afnm

tm"*-- .... . .. .. .. * .. .... ....Ulberl... ..
'South AfQ litel"ding N-Jbi .) ... .... .... ... ..... .OPEC emm... .

... ... ..., .... .... .... ... ... ... .... ... .... ....
Asia, total.. ... ... ... . ... ..... .. ..... .... ... .... ... .... .... ... .... ..

Hong K ng ... .... ..... .... ... ... .... ... .... ... .... ... .... .... .
Ind.red. .... . .... .... ..... ... ..... .. .... .... .... ... .... ... .... .
Japan (IncludIng Okinawa and Ryukyu) . .... .... .
Middle East countries (excluding OPEC)
OPEC ountries (excl,ding Indonesia)FPhilipp,hes... ... .... .... .... .... ... .... ... .... . . .... .... .... .... .

Oceanic. total.. .... .... . .... .... ... .... .... ... ... .... ....
Aust an.. ... .... ..... ... . .. ... .... .... .... .... ... .... ... ... ... ...

Puerto RICO and U.S. Poss-shme, twol

OPEC counties, toW=

Tar, hwn countries. und ab

Footnotes at end of table .



Table I .-Number of U.S. Corporation Returns and Number, Total Assets, Receipts, Earnings, Times . and Distributions of 'Top 7500' Controlled Foreign Corporations,
by Selected Industry of U.S. Corporation Filing the Return and Selected Country of Incorporation of *Top 7500" Controlled Foreign Corporation - Continued
(money amounts are in thousands of dollars]

-Top 7500" Controlled Foreign Corporation s

Foreign corporations

Selected Industry of U.S. Number of Earnings with current earning s

corporation filing the return U .S . Number of and profits and profit, I .) Foreign Total

and selected country of i corporation foreign Total Gross fl.sis before taxes Income distributions Subpart F

Incorporation of '-top 7500" .turn . corporations assets receipts deficit) Foreign taxes Cut of Income

Controlled Foreign before Earnings Income (net) earning s

Corporation taxes and ir .fit, taxes and profits

before Uunnt (net)

(1) (2) (3) (4) (5) (6) (7) (8) (10)

All other finance . Insurance and real estat e

AN gegrelpinic ameaut. total. .... ... ... ... ..... ... 35 232 40.565.523 7 .266,244 1.271 .634 1,423,882 263,351 244.862 192.302 105.870

Canada... .. .... .... .... .. ... .... .... ... ... .... ... ... .... .... .... .... .. 13 20 1 .920.645 482.358 95.915 99.lD9 30.905 30,598 19.1,76
Latm America, total .. .... .. .... ... .... ... .... .... ... ... ..... ... 5 17 4.335.613 608.562 130.612 132,007 23.161 23.161 4.092 1 .la3
B .11 ... ... .... .. ... .... ... .... ... .... ... .... .. .... ... ..... ... 3 3 58 .609 49.874 6.221 6 .221 851 851 31
Ecuador... .... .. .... .. .... .. .... ... ... .... .... ... ... .... ..... ... . -

- - - - - -MexI ... .... ... .... .. ... .... . . .... ... .... ... ... .... .... ... ..... ...
Panama (Including Canal Zone)- .. ... .... .... ..... . 3 6 3.930 .972 410,793 105,339 105,339 10,698 10.698 1,850 1,183
Venezuela .... ... ... ... ... .... ... .... .. .... ... .... ... .... .... .... . - - - - - - -

Otheir Western Hemisphere. total.. .. .... .... .... ..... .
2?

4! 8.498 .68~ 2.113.90~ 459,85~ 482 .14~ 15.46! 15,81~ 99.04! 103.07~

The Bahamas .... ... ... ... .... . .. .. .... .... ... .... ... ..... .... .
Bar uda. .... ... .... .. .. . ... .... ... ... .... .... .. .... .... .... .... . 8 23 4.760 .354 1,716.520 353.779 374,238 e.851 8,861 11,211 8.179
Netherlands Antilles .... ... .... ... ... .... .... ... .... .... .... . 13 17 3.697 .991 397,163 107 .430 107 .908 6 .601 6.867 87.833 94,899

Europe . total... .... .. ... .... ... .... ... .... ... ... .... .... ... .... .... 11 101 20.9,16,601 2,991.769 434,9913 547 .449 160.T44 141.T72 65.191 200
A stria .... .... ... .... ... .. .... .... ... ... .... .... .. .. . .... .... .... .
Belgium. ... .... .... ... .. .... ... .... ... .... ... .... ... .... ... ..... ... 3 5 325,485 61,730 11 .208 11 .280 1,879 1 .730 970 11 5
Denmark. ... ... ... ... ... ... ... .... ... .... .... .. .... .... .... .... .

- - - - ; -France (including Andorra) .. .... .... ... ... .... .... .... . 3 8 584 .294 188.501 1 .T63 6 .373 1.72 2.791 645
Italy (including San Marino)- ... ... .... .... ... .... .... 107 .271 46,791 6,72~ 6 .72i 3 .5D! 3,M 1,261
Lu'a mbourg .. ... ... .... ... .... ... ... .... .... .. ... ..... .... ....
Nelherla Cis .... ... ... .. .... .... .... ... ... .... - . .... .... .Nor

." . .. .... .. ... . .. .... . . . ... .... ... .... .... . . ...Spain
. . ... ... .... .. ... . .. . ... . ... ...S-den .... .... ... ... ... .... ... ... .... ... .... ... .... .... ... .... ....

S~ertand .... ... .. .... .... ... ... .... ... .... ... .... .... .... .... . 4 9 4.627,500 492.654 93,933 93,933 12.847 12,847 1.039 -

United
yjng -m. ... ... . .. . .... ... .. .... ... ... .... . .. ....

15 60 14.121,785 2,028 .810 305,880 405.377 129 .579 109,526 49 .321 85
West Germany. ... ... .... ... ... .... ... .... ... .... .... .... .... . 3 4 681,392 98,380 13,683 15 .199 7 .372 7,439 11.552 -

Air..
'atd ... ..... .. .. .... ... ... .... .... .. ..... ... ... ..... .... ...

110 .611! 41[1,921 41.46~ 9 .04i 611 691 1 .41 ~
Utbed..

. .. ...*

.

South Wr~c ng Namibia) .. .. . .. ...
OPEC countries. .... .. .... .

.
.. ... ... .... .... ... ... .... .... .....

Asia. total .... .... ... ... ... .... ... ... .... ... .... ... .... ... ..... ... ... 7 20 2.797.910 804 .383 125.041 128.346 24 .551 25.608 3.900"
.m; K. 2.113,14~ 478 .841~ 84 .32! 84,32! 9 .68! 9,68~ 1,00 1

Indon
'es'Japan (including Ckhavs, and Ryukyu) .... ... ...

Middle East countries (excluding OPEC)OPEC
-um"' (excluding Indonesia).. .... .... ..

Philippines

., ,", ... . . .... .. . .. .... .Oceania. total
". ... ... ... . . .. .... .... .... ..

5 11 268,102 56,735 2.349 7.3EL5 4 .002 3 .610 299
Australia

., . .... . . .. ----.. .... ....
5 9 224 .391 49 .482 -101 4,935 2 .655 2 .263 299

Puerto Rac tota landl U.S. Posses,l 6 11 1,707.357 167 .60 18,397 18.397 3 .n 3 .n -OPL,C Cm

les . total (Included above) ... .... ..... .Tax

h_ Countrtes . total (Included above) 24 1 1; 19.578.682 3-W .365 748,902 T".945 5ZO16 1 52 .466 1 102 .935 1 105,670

F-otes at end of More .

Table I .-Nunb" of U.S . Corpoinstiont Returns and Number, Total Assets . Recalpts, Earnings. Texas, and Distributions of ~Topr 7500" Controlled Foreign Corporation.,
by Selected Industry of U.S . Corporation Filing the Return and Selected Country of Incorporation of ffiTop 7500m Controlled Foreign Corporation - Continued
(Money amount. .1. In thousands of dollars)

"Top 7500" Controlled Foreign Corporations
Foreign Corporations

Selected Industry of U .S . Number of Earnings Wth C

'

rrent earning s
corporation filing the return U .S. Number of and profits and Profits (+) Foreign Total

and selected country of

"

corporation foreign Total Gross (less before taxes Income distributions Subpart F
Incorporation of Top 7500" returns corporations . .sets receipts deficit) Foreign taxes out of Incom e

Controlled Foreign before Earrings Income (net) earnings
Corporation taxes and P1 .1fits Is- and profits

before taxes (net )

(1) (2) (3) (4) (5) (6) --(7)- (8) (10)

Services

All geographic arms. total ... .... .... ... ... .... .. 38 193 6.506 .722 3 .442.382 534 .595 619,133 142 .617 143.970 175 .254 51.399
Canad ... ... .... .... ... ... .... .... ... .... ... ..... .. .... ... .... ... ... .. 14 22 8115,1615 447,044 83 .348 88,485 28 .164 2B .164 526 130
Latin America. total .... .... ... ... .... .... ... .... .... .... .. .... . 6 11 301,297 92.593 32 .109 33,616 2.103 2 .103 2 017 12 794
S-11

...... ..... ....... .. ..... .... .... .. .... .... ... ... 2
77.28? 51 .81 : 1,71? 3.22~ 1.24! 1 .24!

.
51:

.
-

.. ... ... ... .... ... .... .... .... .... ... ... .... ... ... .
Panama udmg Canal Zone) .. . . . .. . . .... ..
Venez-jela

*- - "' - . . .. ... .. ..Other Western Hemisphere . total.. .... ... .... ... .... ..
The Bahamas,

- .. * .. . .. .... . ... . ... .. .

14 19 1,276,273 558 .932 75.11! 108 .71 23j5? 23,75! 129,72? 35,30!

Benmud . ...
.. . - * . ... . . .... - "' ' * *X

6 152.800 12 .442 3,363 5,655 - - - 4 632Netherlands n4les. ... .... ... .... .... ... .... ... .... ... ... 7 7 B83.554 84 .279 -1.704 29 .602 6.897 6.897 24.989
,

30.562
Europe

,
total.. .... .... .. .... .... .... ... .... ... .... ... .... ..

Austs,. .. .... ... .... ... .... ... .... .... ... ... .... .... .... ..
3? 12! 3 .396.20~ 1,943,79? 269.53~ 330 .10! 59.31~ 61l 34 .20i 3 .17!B

- ... . -- . . . .. ... .. .. .... . .. ... .... ..e lgiuD e ®rk .... ..... .. .... ... .... .... ... .. . .... ... .... ... .... .
France (Including Andorra) .... .... ... .... .... ... ... .... 5 10 179 .000 101 .408 8.854 11 .632 4,279 3 621 1 11 9,rely (Including San Marino)_ . .... .... ... .... ... .... ..
Luxembourg .... ... ... .... .... .... ... .... .... ... ... .... .... ... ...

5
-

7
-

124.924
-

78 .497 5,243

-

10 .88 9

-

5,085
.

5.105
.

4,000

Netherlands .... ... .... .... ... .... ... .... .... .... ... ... .... ... ... . 9 20 1.028 .315 218.735 1",967 159 874 17 721 17 728 7 216 27 5No, ay. .... ... ..... ... ... .... ... .... .... ... .... .... ... ... - - - - -
, . . ,

Spain. ... ... .... ..... ... ... ... .... .... ... .... .... ... ... ...
SZden r .... ... ... .... .... .... ... .... ... .... ... .... ... ..

5
-

7
-

104,179 25.597 9,303 10.098 3,391 3.391 4,12 1

SWUerfand .. .... ... .... ... .... .... .... ... ... .... .... ... ... . 3 6 121,286 44.631 -571 1,629 90 272 - -
United KIngdom ... .. .... .... .. . .... ... .... .... ... ... .... ... .. 24 54 1.444 .866 1,231.529 65.937 79.233 11 .235 12.505 7 .735 2.89 7WesttGer any... ... .... ... ... ..... ... .... .... ... ... .... .... ..

Africa, W.1... ... .... ... .... ... .... .... ... .... ... .... ... ... .... .... .
9
-

1 4

-
275.74 3

-
240.270 50.4,13 51 .154 15.176 15 .176 9.775 -

Ube,la

South ncl u

OPEC
Countries .... ... .... ... .... .... ... ... .... .... ... .... ... ..AsI,

total . .... ... ... ... .... .... ... .... .... .... ... ... .
I!

6 357.04~ 2T7.042 47 05 4448 23 23 8 43tng
K`n . . .. .. .. .. . .... .. ... .. .. .. ... ... .. ... .

. ? ?1 .n , . !

hid.hinil .. ... .... ... ... .... .... .... ... .... ... .... ... .... ... .... .. -
J .C.h (Including Okmawa and Ryukyu). .... ... ..
Middle East countries (excluding OPEQ ..

3
-

3
-

236.514
-

190.598
-

23 .09 4
-

23.094
-

18.054 18,054 6.389
OPEC countries (excluding Indonesia) ... .... ... ..
Philippines

*-. ... .... ... . - - ... ... .. .. - . .... .Oceania. total ..
. .. .. ... ... . . .... .... . .... ... ....

6 10 190.941 122 .974 3.T77 6,115 4JD49 4.578 34 7A ..t,.H ... .... .
. .. ... ... .

10 190.941 122 .974 3.7~ 6,11! 4,049 4.578 3 4
Puerto Rico and U.S

"

:

ImuOPEC c
:a

-
Tax far
im navert countries 20 55 1 2.737.172 952.5~ 1 26B.7.2 ~211.eurg 1 18 .4~ J . .,J ;

Footnotes at end of table .



Table I .-Numbeir of U.S. Corporation Returns and Number, Total Assets . Receipts . Earnings, Taxes, and Distributions of 'Top 7500' Controlled Foreign Corporations,

by Selected Industry of U.S. Corporation Filing the Return and Selected Country of Incorporation of "Top 75W Controlled Foreign Corporation - Continued

[money amounts we in thousands of dollars)

'Top 7500" Controlled Foreign Corporations
Foreign corpwatil n s

Selected Industry of U.S. Number of Earnings ith current earnings

corporation filing Me return U.S. Number of nd profits nd profits (1) oreign otal

and selected country of corporailon foreign otal ross less efore taxes come stributions bpart F

Incorporation of "Top 75DY- returns corporations ssets eceipts eficit) oreign xes t of com e

Controlled Foreign before Earnings ncome net) arning s

Corporation taxes and profits axes nd profits
before tzxa~s (net)

(1) (2) (3) 4) 5) 6) 7) ) 0)

Business services

Ali geographic arew~ total.. ... .... ... ... .... .... 10 64 .487.140 93.290 2.710 3.343 .895 ,917 .534 .794

Called. .. ..... .... .... ... .... ... .... ... ... .... .... .. .... ... ... .... .... a 7 93 .410 12.004 ,578 .517 369 369 5 -

Latin America, total... ... .... ... ... .... ... ... .... ... ... .... ....
i

46 .92i ,06: .27~ 71 91 ~ ~ ,791
6 it... .... .... ... .... .... .... .... ... ... .... .. ... .... .... ... ... .... .
Ecuador .... .... .... .... ... .... ... .... ... ... .... .. .... ... .... ... ...
Mexico-

'Pon.. . jinciu~
Venezuela. .... .... .... ... .... .... ... ... ... .... .. .... ... .... ... ...

Other Western Hemisphere . twal, .. ... ... .... ....
The Bahamas... .... ... ... ..... ... ... ... .... .. .... .... ... ... ....
Bar uda.. .... .... ... .... .... .... ... ... .... ... ... .... ... .... ... ...
Netherlands AntIlles .... .... ... ... .... ... ... .... ... .... ... ...

Europe, total .... .... .... .... ... .... ... .... ... ... ... ... .... .... ... ..
1!

4! .005.30! 73,90! 7 .93j 1 .10~ .36! .34 .02!
A Mfl.. .... .... .... ... .... .... .... .. .... .... ... ... .... ... .. .. ... ...
Belgium

. . .. . ... .. .... . . .... .. . . ... * . ... ..Dehm :,~
Franc (inciluiln'g' A-n'd c'rra*)* *. ... .. .... ... **. ....... ..... 3 32.14~ 5 .22~ .31! ,24: 01! 24~ ~
Italy (including San Marino) ... ... ... ... ... .... .... ... ..
Luxembourg. ... .... ... .... .... ... ... .... ... ... ... .... .... ... ...
Netherlands. .... ... .... ... ..... .. .... ... .... .. .... .... .. .... .... .

-
3

-
4

-
62.852

-
7,152

-
,974

-
,974

-
.627

-
627

-
439

N .. we .. ... ... .. .... ... .... ... .... ... ... .... ... ... .... ... ..
Spain ... .... .... ..... ... .... ... .... .... ... ... .... .. .... ... .... ... .... 3 5 3.298 8,452 ,909 .909 391 391 12 1
Sweden .... .... .... .... ... ... ..... ... ... .... ... ... ... -. .... ... ... - - - - - -

S tzefland .... ... .... .... ... .... .... ... ... ... .... ... ... .... .... .
United IU,gdom.. .... ... .... .... ... .... ... .. .... ... ..... ... ... I s 17.392 37.633 3.382 ,438 037 783 699
West Ger any.. .... ... ... .... .... ... ... ... .... .... ... .... ... . 4 7 17,951 1,220 7.213 7,400 186 186 9

Africa, total .... ..... ... .... ... ..... ... ... ... .... .. .... .... ... .... ... - - - - - - - -

Ubeli. .... .... .... ... .... .... .... ... - .... ... ... .... ... .... ... ....
South Africa (Including Namllbla) .... ... ... .... .... ..
OPEC

countries
.. ... .... .... ... ... .... ... ... .... ... ... .... .

Asla, total... .... .... .... ... .... .... ... ... .... ... ... .... ... .... .... ..
Hong Kong. .... .... .... ... .... .... .. .... .... .. .... ... .... ... ....
Indonesia ..... .... .... . . .... .... ... ... .... ... .. ..... ... .... ... ...
Japan (including Okinawa and Ryukyu) .... .... ..
Middle East countries (excluding OPEC )
OPEC countries (excluding Indonesia).. ... ... ....
Phillppl as ..... .... .... ... ... .... .... .... .. .... ... .... ... .... ... ..

Oceant" total. .... .... ... .... .... ... ... .... ... .... ... ... .... .... ... 3 5 4 .261 9.319 Tr 34 7 7 7
Australia. ..... .... .... ... .... .... ... ... .... ... ... ... .... .... ... ... 3 5 4 .261 9,319 77 34 7 7 7

Puerto
"' and "". P- - to=

- - - - - - - - -
OPEC mmol- total 'Inc , .~
Tax he,,ah countries . total (Included afac- )

F.--s en end .1 table .

Table I.-Nurribe, of U.S. Corporation Returns and Numbes. Total Assets, Receipts . Earnings, Taxas ., and Distributions of 'Top 7500' Controlled Foreign Corporations .
by Selected Industry of U.S . CkwPonltion Filing the Return and Selected Country of Incorprerhatim of 'Top 7500' Controlled Foreign Corporation - Continued
[Money mounts ,, In thousands of dfWr j

Selected Industry of U.S.
corporation filing the return

and selected country of
In ...po,.ti

.n
:1 -7 .p 75W--

ConVolle Foreign
Corporation

All other services
AN geographic weas. tobst.,... ... .... ....

Canada
... .... .... .... ... ... .... ... ... ... ..... . .. .... .... ... .... ... ..

Latin A erlea, total.. ... .... .... ... .... .... .... . __. .... .... .
Brazil,

Mextec,.. ... .... ... .... ... .... .... ... .... .... .... ....
Panama (including Canal Zone) . ... .... ..
Venezuela... .... ... .... ... .... ... .... .... .... .... ... ...

Other Western Hemisphere. torbu .;
The Bahamas. ... .... ... .... .... ... . __.. .... ... .... .... .... ..
Ber-d!.. .... .... ... ... .... .... ... .... .... .... .... ... .... .... .... .
Netherlands Antilles .. .... .... ... .... .... .... .... ... .... ....

Europe
.

total .... ... .... ... ... ..... .
.. .... ... .... ...

Amtna. ..
Set

. .... ... . .... .... .... .. . .. . . .... .... ... .. .
France (inclu~i*n' .g..~n.~..,,~i~~~~:~~ ::: :::~ :::: ::~~~:~~ :~:
Italy (Including

S'Luxembourg
Netherlands.. ....~..
Nonwa ... .... .... ... .... ... ..... .. .... .... .... .... -. ... ..... ... .
Spat .. .... .... ... .... ... .... ... .... .... .... .... ... .... .... .... .... ..
Sweden.. ..... .... .. .... .... .... ... ... .... .... ..... ... .... .... ... ..
Switzerland.. .... .... ... ... .... .... ... ..... ... .... .... ... .... ....
United YJngdom. .... ... .... ... .... . .. .... .... ... .
Wes Germany . .... .... .... ... .... .... ..

Af,f- .1 .1 ..... .... .. .... .... .... .... .. ..... .... .... .... ... .... ....1
Libed. . .... . .. ... ... .... .... .... .... .. ..... .... .... .... .. ..... ... .
South Africa oncludLng Namlbla) .. .... .... .... .... ..

OPEC
countries.. .... .... .... ... ... ..... .... ... .... .... .... ... .

Asia, total. ..... ... ... .... .... ... .... ... .... .... ... ..... .... .... .... .
Hong Kong ... .... .... ... ... .... .... ..... ..
Indonesia .... .... ... .... ... ... .... ... .... .... ..
Japan (Including Okinawa and Ry,kyu). ..... ... .
Middle East countries (excluding OPEC)Ope

countries (excluding Indonesia
pines. .... ... .... .... ... .... ... ..... .PhilipCOce

.9% fatal... ... .... ... ... ..... ... .... .... .... .... ... .... .... .
Aust alls. . . ..... ... .... .... ... .... ... .... .... ... ..... ... .... .... ..

Puerto' Rico and U.S. Possessions.
OPEC c0unbles. total included be-) .... .... ....

.Tax hewn C=Mle% total (Included abow)_...

Number of

corporaflon
return.

Number of
foreign

corporations

(2)

Total
assets

(3)

5.019,552

591.756
254.37!

1 .276.27!

152.800
883,554

2,387.M

69 .613
-

965 .463

121.266
927,474
157.792

20 Z

126.68D
126 .611~

2.666.514

Gross
receipts

(4)

2.449 .092

365.040
84.52!

558.93!

12.442
84,279

1.0119,897

37,408

201,583

44 .631
493,

a

209,049

2T7,D4!

93,
93.6655 5

932.296

"Top 75011 Controlled Foreign Corporation s

Earnings
and profit

s

Veas
deficit)
before
tane.

(5)

451 .8115
79 .TT3
30.83~

75,11!

3.363
-1 .704

211 .598

-3.508

137,993

-571
42 .554
33 .22 9

47.05 !

3
N'54

2SZ427

Foreign corporations
Win current earningsand profit .

('I
Foreign Total

before taxes Income distributions
FOre,19h taxes old of

Earnings Inc (net) emnings
and

profits tax

and profit,
before taxes I- ,

(6)

525 .790

79 .968
30,113~

108,71-

5.655
29.602

249.001

2 .138

152 .900

(7)

106 .721 107. 3 159.720
24 .795 24.795

-1.606 1.60~ 1 .50?

23.73! 23,75!
1-12?

- - -
6.897 6 .897 24,989

32.955 32.797 22.379

763 786 Bill

15 .094 15,101 5.779

1,629
53:7953
3 753

48,43~

S.- 11 11

-314.514

90 272
1 4.198 4.723 6.036
1.990 11.990 9.356

iq.oo~ iq.fx~ 6,11!

3:2 2
2'82 3:772

11!

45.655 45.843 139.052

Subpart F
Incom e

(10 )

38,W5

130
-

- 30!

4.632
30.562
3.172

275

2 .897

*Dwa deleted to lln,ald dsclosure Of informed- to, specific corporations.
Note : Debut may not add to total became of ouncling.



Controlled Foreign Corporations, Preliminary Data, 1988

U . S . corporations that control foreign
corporations must file a Form 5471, Information
Return with Respect to a Foreign Corporation,
for each Controlled Foreign Corporation (CFC)
that they own . The 1988 CFC study includes
Forms 5471 attached to Forms 1120, U .S .
Corporation Income Tax Return, filed by U .S .
corporations with at least $500 million of total
assets . Data contained in the following two
tables are for the 7500 CFC's reporting the
largest total assets .

Table I contains preliminary data for the
Top 7500 CFC's classified by the industry of the
CFC . These 7500 largest CFC's were controlled
by 751 U .S . corporations . These CFC's had
nearly $953 .8 billion of total assets, up from$
740 .4 billion for 1986 . The largest CFC's

reported current earnings and profits before
taxes of $78 .9 billion out of gross receipts of
$817 .3 billion

'
These amounts increased from

the 1986 amounts of $56 .6 billion and $589 .9
billion, respectively . The Top 7500 CFC's paid
$23 .7 billion of foreign taxes, an increase of
$4 .7 billion over 1986 . Although reporting an
increase in after-tax earnings and profits of
47 .1 pe~cent, the increase in distributions over
1986 was much greater . The Top 7500 CFC's
reported distributions for 1988 of $45 .4
billion, an increase of 108 .9 percent from 1986 .

The largest number of CFC's were in volv in
the manufacturing and the finance, insuran c :d and
real estate industries . - The 3,060 manufacturing
CFC' s accounted for 35 .8 percent of total
assets, 58 .8 percent of receipts, 59 .6 percent
of earnings and profits after tax, and 56 .6

percent of distributions . CFC's involved in the
financial industries accounted for 43 .4 percent
of total assets, 7 .6 percent of receipts, 19 .9
percent of after-tax earnings and profits, and
22 .1 percent of distributions .

Table 2 contains preliminary data for the
Top 7500 CFC's classified by the country of
incorporation of the CFC . The largest number of
CFC's were incorporated in the United Kingdom .
The 1,158 CFC's incorporated in the U .K . had
21 .5 percent of total assets, 16 .6 percent of
receipts, 15 .8 percent of after-tax earnings and
profits, and 20 .7 percent of distributions .
Canada was the country of incorporation for 881
CFC's . These CFC's accounted for 16 .8 percent
of total assets, 17 .4 percent of receipts, 16 .0
percent of after-tax earnings, and 15 .3 percent
of distributions . West Germany had the third
largest number of CFC's, accounting for 493 of
the Top 7500 CFC's . CFC's incorporated in West
Germany had 8 .6 percent of total assets, .11 .2
percent of receipts, 7 .9 percent of after-tax
earnings and profits and 9 .8 percent of
distributions .

The data provided in Tables I and 2 are
preliminary . These data have not been fully
tested and corrected . (Final 1989 data will be
published in the Statistics of Income
Bulletin .) The amounts reported in column I are
n ot additive because a U .S . corporation may have
filed Forms 5471 for more than one of the Top
7500 CFC's . The data provided in columns 2
through 8 are reported on Form 5471, Information
Return with Respect to a Foreign Corporation .
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1988 Controlled Foreign corporations, Preliminary Data

Table I -- Number of U .S . Corporation Returns and Number, Total Assets, Receipts, Earnings, Taxes and Distributions Of -Top 7500,, Controlled
Foreign Corporations, by Selected lrxkmtry of Controlled Foreign Corporation

tMoney amounts are in thousands of dot tars]

Controlled Foreign Corporations
Selected irKkmtry of Number of Number of lCurrenl anfrrti.ngs' = lCurrent eorningsl Distributions
"Top 7500- Controlled U .S . Controlt Total Gross and pr, and profits oat of

ad I asset sForeign Corporations corporation Foreign I receipts (less deficits) taxes (net) (less deficits) earnings
returns corporations before tn,,Pq I after taxes and profits

0] [21 [51 [61 171 [81

All intlustries, total . . . . . . . . 751 7,500 953,787,326 817,309,472 78,919,544 23,663,076 55,256,468 45,386,028

Agriculture, forestry,
and fishing . . . . . . . . . . . . . . . . . 13 31 807,867 1,235,993 78,031 21,385 56,646 60,051

Mining. . . . . . . . . . . . . . . . . . . . . . . 73 220 39,947,327 14,105,022 2,845,743 1,124,210 1,721,533 2,173,1?3
Oil and gas extraction . . . . .. 55 179 36,282,329 12,083 .963 2,397,219 1,027,324 1,369,M 2,092,472

construction . . . . . . . . . . . . . . . . . 21 86 4,021,876 6,164,121 304,964 145,626 159,337 175,126
Manufacturing . . . . . . . . . . . . . . . . 420 3,060 341,135,366 480,940,232 48,708,120 15,781,628 32,926,493 25,695,364
Food and kindred products . . . 51 307 21,946,674 39,298,421 3,278,195 1,022,168 2,256,027 2,217,865
Chemicals and allied product 104 795 65,100,997 81,415,303 10,669,290 3,577,122 7,092,168 4,755,937
Patrol eum Onc tuding integrated )
and coat products . . . . . . . . .. is 63 41,972,843 55,939,805 3,500,814 941,812 2,559,003 1,814,052

Electrical and
electronic equipment . . . . . . . 85 379 27,643,000 42,127,369 3,540,539 882,995 2,657,5" 2,091,728

Motor vehicles and equipment 30 179 49,080,892 106,802,626 6,846,134 1,903,709 4,942,425 3,179,954
Transportation equipmen t

except motor vehicles . . . . .. 17 26 2,306,325 2,851,T77 267,492 71,904 195,587 2771,552
Transportation and publi c

utilities . . . . . . . . . . . . . . . . . . 72 194 18,458,833 11,680,656 1,322,159 393,398 928,761 528,920
Wholesale and retail trade . .. 267 1,260 104,107,838 221,934,934 10,315,311 3,T79,260 6,536,051 6,098,023
RetaR trade. . . . . . . . . . . . . . . . 50 160 15,20,281 28,755,776 1,185,773 470,854 714,919 588,053

Finance, insurance ai d

real estate . . . . . . . . . . . . . . . . 464 2,059 413,952,897 61,849,816 12,821,167 1,805,914 11,015,253 10,051,839
Banking . . . . . . . . . . . . . . . . . . . . . 42 231 95,217,918 10,617,964 984,687 256,910 727.7T7 245,651
Insurance . . . . . . . . . . . . . . . . . .. 175 321 44,493,318 13,762,275 1,597,067 248,907 1,348,160 727,38 4

Services . . . . . . . . . . . . . . . . . . . . . 200 577 30,655,528 18,792,232 2,312,110 604,863 1,707,246 602,62 1

Note, Detail my not am to totals became at[ irKJustry classifications are not sh- .
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Section 4

Contents

Introduction, p . 265 .

1987 Tables :

Foreign Sales Corporations

Tab) e 1 . --As sets , Recei pts , Deductions ,
Net Income, Exempt Income and Taxes of
FSC, by Major Product or Service, p .
267 .

Table 2-Assets, Receipts, Deductions,
Net Income, Exempt Income and Taxes of
FSC, by Country of Incorporation, p .
271 .

Table 3-Assets, Receipts, Deductions,
Net Income, Exempt Income and Taxes of
FSC, by Intercompany Pricing Method, p .
272 .

The Foreign Sales Corporation (FSC) is a
corporation incorporated in certain foreign
countries and U .S . possessions for the purpose
of exporting U .S . products . The FSC provisions
of the Internal Revenue Code were enacted in
1984 to replace the Domestic International Sales

Corporation (DISC) which was subject to
proceedings in the General Agreement on Tariffs
and Trade regarding whether the DISC was an
illegal export subsidy .

In order to become a FSC, the fore I gn
corpora t ion must meet several organizational and
foreign presence requirements . These
requirements Include the maintenance of an
office outside the United States and the
participation of the corporation outside the
United States in certain economic processes . If
these requirements are met, the FSC can exempt a
portion of Its foreign trade income from U .S .
tax . Furthermore, corporate U .S . shareholders
of a FSC can exclude from U .S . tax all dividends
received from the FSC that are attributable to
the FSC's foreign trade income . .

The reader is referred to Section 15 of this
compendium for the form and the instructions
listed below, which provided the basis of the
FSC data .

I * Form 1120-FSC, U .S . Income Tax Return of a
Foreign Sales Corporation, and Instruction s
(p . 477)
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All Returns of Active Foreign Sales Corporations

Table I .-Assets, Receipts, Deductions, Net Income, Exempt Income and Taxes of FSC, by Major Product or Service
fAll fig-s a,e estimittee b,s,d - ampfes-mney amo-Is are !, tho-nd, of dollrel

(I) M I'll 14) (7) mi P) (m) M)
All produd, M -W- ... ... ... ... .. .... ... ... ... ... ... . 2,613 5,S62.757 4,579.930 3,116,M5 84,280,131 17,629,033 2,6S8 .229 2N,584 12,2",M 1,787,658 108,169 3,U7,521 337,894

NO,11-111t-d ple,l-b led 1-fell ... .. .. ... .... .. . 319 465 .881 352,589 229,810 tO,545,010 943,261 314,629 2,4115 451,154 227,737 42,1160 37D,684 62,45 9C;,e', -d

12 142.5M 1 G6 982 69 .865 UM395 315 .949 158.662 59 61 .314 157,916 37.W6 IN 289 ~1,87 6c .tme
e,~epi ~,Wg~ ~md .~W-

3
7

34
44,07 4
22,133

30.N 2
1981o

27.oD6
15.992

760,702
5n .M7

49,037
26,492

-
-

255
63

-
-

23 .8~
4,3~

29.71 7
12694

-
-

L,-I .k -d =mel 11 .
F.I ..y pledu N Wd

33
33

18.15 ,
13 W8

5.234
1 I,W6

12.3M
-

395,85 6
24G,489
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2C) .Io7

115,682
-

I .a33 356,677
-

~5 ~
6261
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-

;1~31
0 '22

5.4&1
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All Returns of Active Foreign Sales Corporation s

Table I .-Assets, Receipts, Deductions, Net Income, Exempt Income and Taxes of FSC, by Major Product or Service-Continued

[All ligurea are estimates bwed on earriples-money Amounts are in thousands ol dollars i
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Table I .-Assets, Receipts, Deductions, Net Income, Exempt Income and Taxes of FSC, by Major Product or Service-Continued
[All figures are estimates bassol on samplea-money amotmis am in thousands of dollars )

10-on-n-
(1) P) P) (4t 0) (1) (1) V.) (11) re) (lot

ManUlaot-reol
R.bW, -d! misceltanon's Plasoc pre,f-s 65 28,961 N.315 14,832 882.387 W,379 13,307 380 26 135 9 355

-
27 418 1 627Tinee and inner tooss ... '1 8 .735 ~,,:2o 517

6
81 .004 36 .560 - ul

,
-

.
4 .375 -

,
t%456

.
-

L-her M tt,or 23 60,476 w,566 11.123 597 755 2,14 .670 177.~48 99 390 242 6 4 7 5 925 1G 6,15 9 51 8Fooo,,ea~ _ept robt,s,_ ..... ...... 7 ' .591 1 .399
~5 5

:mg 460 - , .1
34

.
-

,
192

,St
--on, pn,d~ . . . ........ ... 21 22 .1 D4 20,366 11,817 51873 44 BN 3,550 24 081do or p-h.sed gl ase . . ........ 16 12 .7~ 12.372 657o

248
:mg 21,857

2
is

,
IDJ,1 7

Ni-y "le! pm,imm", . ...... .
~

m 79273 78.65,t 48,905 1 .060017 125,099 1 16.751 38,440 68o501 d steel lod'on,es .,
Roling d,,M,g. old od,,d, of fi,,md, -1,,

3 o
4

1
2.17 0

10,441
12.13 1
10.427

2.419
8,543

t

" :4"1. 50
1.2 .11

450
-

16.751
2

1
lito 1 .,1552

9
,sucalsd "W ,,dn,l,, -1in Ild-, mtxhillly
,,d addil -11 . ...... . . . .......... . . . 152 99.942 89 .251 53610 1,319,936 170086 46634 5,194 76. 61 1G.509 53 59 No 5 182Willy lan,J

t
, and a-,J I d.... ....... .. 44 24,516 23,956 19256 20"Im

1
an, 46 .634 lot

3
2.914 1,782 6 7~

.
5 .182.s_6

::. ~ : ~~ : ::
-nd - - . -

=t`_m,
no. o=,;, ., . .11 -

,
2
6

16J3834
a

14 .1563
39

9,6W1
a

21362124
ZtEil)

41
387

- 67 9,913 3o8
12

6.13a -

pmJ-ls .. ...... .... G 66 63 46 5 .00() 408 2 7 -
.......... ... ... . ........ .. 9 5,241 5,181 513 157 .397 16.619 - 9.464

o!
. ..... ....

2Y Ze
356 MB4 .080 960 791 594 , 93 13 .356,565 2 .287,366 8 1 630 77

1
24 .125 240,894 1 .139 4M 28 n. 13 o

E,,o: t 1,i.. .. . ......... .. ....... .. .. . . ... . ........... . 13 446s37 275~620
527

726 2 .970279 1 .344 1l
6 :3

lot 47
:
m 924 16,04 452 U~287 22.00 8

my
ald W.MInt

c'nst-t" . mi,tng. ."d molo6w. h-Jing
16 T6,777 15,855 11 .6410

2 7
97:

~:
1 53

9,286
38

8
:Bm 5.6" - 9s87 0 7

,~,nsnl __ ...... ........... 38 23973 10 .3117 9,367 2,041 .,120 loolig, 6'.9 135 17,063 19,179 270 35.8213 4 26 2
m..1_d6rgn_h1no,, and -ipmonl ....... ........... Q 4 .020 3,70

1 ' l4 7'
171 1,281 - 1 186 - 6 43G

,

Sm,,ird hmsoy mo~lws,y
.

..... .Go,,, I ind,!1 y~, m,,hi-yand , 2
2'

12,802
1
2 6W

o
412' 771

4

:134. .
l ..

4 4
4t41 :4' 1'O'

71766,
7 416

26 No 9,724 40.475
-

9255
1 72

390
-

14.Zt49
5 4N

6.34 6t."_ _p il
. , ond -wming ochnas .__

s',~s W'sny n"hiles
24
35

5,11 9
36:78' l'

5,10 :160
29,869

210 .963
K .456

6,735.710
tM,M

~st5

s,1,0

9 '

223 u,92o
23 .248

:71,4

2 .547

.
14

, ?2: 5' 1'7
E~,nicj machi y, eq .ipment . and sopplier .__ w6 644,W 544,280 314,312 9,746.M5 1~213

. 5'6
167.098 t9 .372 376 .445 107 63 70 50 562 21 49 1Electrical ind"I, ,1 41 11 .521 M.6 9,141 312 8,14 17.13o -

28

-

:2 ,
7 11

.

H-,hold p,,li-os
E;~W, ligl,tio ,W mn,,

17
5

17 :1 2
9 W32

1 4
11 7

. 1~~11s
82

1,11
129,471

le,
tIMN

-

-
-

4,.0. 1
30

:
M

,

6 M98
-

--o- so n . ... . a, 15,990 t5,659 11,929 W887
5,

582 719 -
. ..... ....

Eis~l-w, --nls and -i~
5

2255
93,997

317,613
91 .09 3

Z10,K7
X) 61 7

168:380
1.580,136
3.88,1,M7

iss, 5N
613 .620 126 3s2

1
685

6,128
M .nw

57
465,151 7o

1
5126

9

277 .789 -5,ggB,on-l

.ilon sn'll-ent 178 915 .422 756,415 419"oo5 23.2D6,536 8,016 .074 96.77 648 6,622 .026 158 ~ 6 106 344 824 U 786,_ aff" . al moto, ~~I. op ent. . 63 3 3 147
9 '

384,512
Bl'IB5 11 9`12 51 a

297,247 31 607 41)8 27,236
6

7 .937
.
-

,
31362 4,3MA-,fl -d m. ~ . _ ...... ........ .. ..

snip Irm! Inner, wAdng "m spldng ... .
76
33

473
s98

1 .574
34, 158

:w
330 656

371
10,6011,943

laxo2
76529o2

1 5,13
65,16'l 240

6
. 594,7tK)

-
K12',

207
6 .106
-

1
76

:27
0

222
511,487

nd -wdlini ns,,-nts;
,oods, -1h, nol Oorl,s 1 75 I . .4W 1.2,4111 53 5,15 l,(3Z!2 74

o
281 367 211,470 89 Z11 444 2

'
3 615 128962 3 662BS;~~

and ~ilntfi~ sd.in.~sn,
4
6 31 , 197 30,731 18,3oa

29

1
:669

895
46 : -

.
12 :M6

,
- W :573

.,
Ph),;Caj ch,ooct,,r~

OP ..1 4 .1n.m.n.
and dsnU ndl

7 5
8

n
o687.372

28,14 1
4 .067

2,855
511

493 .066
111 .114

90825
7,273

53
-

49
-

9 .11 ,
940

65 .21 9
1,928

24

.P,A 30 21,111 12.357 305 395 .406 89,476 6 109 725 -
R.ott' .1w so.lom- o'm smo'.M

M-oilo.sdosm. . . f-,adl anti
1 6 a3j~ 27 .188 28,236 M5,484 46.N8 17211 .4 io 28.73 52 5,479 U15 9,,7 3,638

tl-sl, 211 71196
a

72
'

2 l
0

I 1 4 9
1 '

11,61 1 21 111 1 11 1 1 71 1 124lensee . :a. 1
4 :.54 1

:ss ~ I
27

. ~ 1
3

2 1 1 :.2s .. a ~: ,



All Returns of Active Foreign Sales Corporations

Table I .-Assets, Receipts, Deductions, Net Income, Exempt Income and Taxes of FSC, by Major Product or Service-Conlinued

[All figures am estimates based an sarnples-money amounts am in thousands Of dollara l
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All Retums of Active Foreign Sales Corporations
Table 2.-Assets, Receipts, Deductions, Net Income, Exempt Income and Taxes of FSC, by Country of Incorporation
(All figurea -limates based on samples-money amounts am in thousands of dollaml
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All Returns of Active Interest Charge-Domestic International Sales Corporation s
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All Returns of Active Interest Charge-Domestic International Sales Corporation s

Table I .-Assets, Receipts, Deductions, Income and Distributions of IC-DISC and Total Export Gross Receipts of IC-DISC and Related U .S. Persons, by
Major Product or Service-Continued
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A foreign person can engage in business
activity within the United States either by
gaining control of an existing U .S . corporation
or incorporating a new company within the United
States . Control is defined as direct or
Indirect ownership of 50 percent of more of a
U .S . corporation's voting stock . The income
generated by these U .S . companies is taxed in a
manner similar to a other domestic
corporations ,

A domestic corporation primarily owned by a
foreign person is taxed on its worldwide
income . In general, the same tax rules that
apply to other domestic corporations apply to
foreign-owned U .S . corporations, Dividends paid
by a U .S . company to the foreign owner are
subject to a withholding tax of 30 percent of
the gross amount . If the recipient of these
dividends resides in a country thait had a tax
treaty with the United States, the withholding
rate may be less than 30 percent . (See Section
11 of this compendium for additional information
on this topic . )

These foreign-owned domestic corporations
file primarily the Form 1120 and are identified
for statistical purposes by their answers to
Question H(2) on the return . A copy of this
form is contained in Section 15 for reference .

*Form 1120, U . S . Corporation Income Tax
Return and Instructions (p . 459)
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Foreign Investment and Activity in the United States
Through Corporations, 1984 and 1985

Sy james R. Hobbs *

For 1985, the 36,700 domestic corporations each "con-
trolled" by a foreign person generated $514 billion of
worldwide receipts and reported total assets amounting to
$656 billion [1] . These corporations, 1 percent of the U .S.
total, accounted for 5 and 6 percent of the assets and
receipts, respectively, reported on U.S . corporation income
tax returns for both 1984 and 1985 (see Figure A) .

Figure A,-Domestic Corporations Controlled by a Foreign
Person as a Percentage of All Corporations, Income Years
1983-1985
,el,gures am estimates basad on sfunpl-ney amounts am in triousenros of[All
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'9"fl-W of returns

All
.W.
moome our

mum

2.999,071$10

.20 "0"1""7,M,494,059

$1", 1:1770:113

06 01

94
8

7B00,711,226

3.277.219
$12,773 , 093, 81

8278.426

Returns of
corporations

Number or
_m

(2)

33,622
$530 .334,499

389,908,798

37,401
$552,597,884

459 .161,61 6

36 .677
$655,695 .71 1

513,777,962

Jonrestic
tied

berem,

%mama" of
all Mum

(3)

1 .12%
5.20
5.4 6

1 .18
4 .98

5.89

1 .~2
5 3
6.1 2

Nearly 11,700 "foreign" corporations (i .e., those incor-
Porated abroad) reported $51 billion of receipts generated
for 1985 from activities "effectively connected" with a U.S .
trade or business . The majority, 52 percent, of these
receipts were for foreign banks with U.S . branch o Perations .
For 1984, banking operations accounted for 61 percent of
the nearly $44 billion of receipts of foreign corporations
from U .S . effectively-connected activities .

DIRECT FOREIGN INVESTMENT AND ACTIVITY IN
THE UNITED STATES

Foreign direct investment in the United States can take
Several forms, including corporations, partnerships and
joint ventures . Under these forms of direct investme~t, the
foreign investor has sufficient equity in the enterprise so as
to control and participate in managing its operatiolns [2] .

A
foreign direct investor can either gain control of an

"I'ting U.S . corporation or create a new company incor-
POrated in the United States . Another method of operating

.,an, chief
Fo in Statistics Branch . Prepared under thedirection of Dantel Skegfly, Chief, Foreign Statistics Branch .

in the United States is through a branch operation of a
foreign corporation. This article focuses first on domestic
corporations (i .e ., companies incorporated in the United
States) that are controlled (i.e., owned) by a foreign person,
and second, on foreign corporations with branch opera-
tions in the United States [3) .

There are several factors involved in the decision of a
foreign investor to operate in the United States through
either a "domestic" or "foreign" corporation [4] . These
factors include, but are not necessarily limited to, the
following: (1) the investor's short- and long-term objectives ;
(2) which type of corporation is best suited to penetrate the
U.S . market ; (3) availability of financial resources; (4) ac-
ceptable levels of risk, such as from product liability ; (5) U.S .
importation policies; (6) requirements on foreign investment
by the investor's home country ; and (7) both U.S . and home
country tax considerations . The U .S . tax structure for both
foreign-controlled domestic corporations and for foreign
corporations operating in the United States are discussed in
this article .

DOMESTIC CORPORATIONS CONTROLLED BY
FOREIGN PERSON S

U.S . Taxation

Domestic corporations that are controlled by a foreign
person are taxed by the United States in a manner similar to
that of other domestic corporations . Control is defined for
this purpose as 50 percent or more direct or indirect
ownership of a Corporation's voting stock by ai least one
foreign entity, such as by another corporation.

For 1985, only 8 percent (3,050 returns) of the 36,677
returns of foreign-controlled domestic corporations indi-
cated an exact 50 percent foreign ownership level . The
great majority (nearly 88 percent, or 32 .152 returns) indi-
cated that the level of ownership was over 50 percent .
Another 1,475 returns (4 percent) only indicated that for-
eign ownership was 50 percent or more, but failed to
provide the exact percentage of ownership [5] .

Most domestic corporations are taxed on their worldwide
income [6] . This includes corporations that are controlled
by foreign persons . In general, the taxable income of a
corporation is its gross receipts less ordinary and necessary
business deductions and certain statutory special deduc-
tions [7) .
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282 Foreign Corporate Activity in the U.S ., 1984 and 1985

Unfortunately, the tax return form which is the source of
the statistics in this article does not separate U.S .-source
taxable income from foreign-source taxable ihcome. (See
the sebtion entitled "Data Sources and Limitations .") How-
ever, foreign-controlled domestic corporations claimed
$725 million of foreign tax credits for 1985 . This amount
reduced their total U.S . income tax before credits ($5 .2
billion) by 14 percent . The foreign tax credit is a credit
allowed against U .S . income tax for income, war profits and
excess profits taxes paid or accrued to foreign countries or
U.S . possessions [8] . To claim a foreign tax credit, a
corporation had to have generated foreign-source taxable
income, paid or accrued foreign income tax on the foreign
income, and had a U.S . income tax liability. By comparison,
all of the approximately 3 .3 million U .S . corporation income
tax returns showed a total of $24 .3 billion of foreign tax
credits for 1985 . This amount reduced their total U .S .
income tax before credits ($111 .3 billion) by almost 22
percent (see Table 1) .

For taxable years beginning in 1984, the regular corpo-
rate tax rates were as follows :

Taxable income Tax rate

$25,000 or less . . . . . .. . . . . .. . . .. . . . . . .. . . .. . . . . .. . . . . .. . . .. . . . . 15 percent
$25,001 to $50,000 . . . .. . . . . .. . . . . .. . . .. . . . . .. . . . .. . . . . .. . . . 18 percent
$50,001 to $75,000 . . . . .. . . . .. . . . . . .. . . .. . . . . .. . . . .. . . . .. . . . . 30 percent
$75,001 to $100,000 . .. . . . . .. . . . . .. . . .. . . . . .. . . . . .. . . . .. . . . 40 percent
Over $100,000 .. . . . . .. . . . .. . . . .. . . . . . .. . . .. . . . . .. . . . . .. . . .. . . . 46 percent

If a corporation's taxable income exceeded $1 million,
then the corporation was liable for an additional tax equal to
the lesser of (a) 5 percent of the taxable income over $1
million-or (b) $20,250.

Corporations that had net long-term capital gains could
use an alternative method of tax computation, if it produced
a lower amount of tax than under the regular method .
Under the alternative method, net long-term capital gains
were taxed separately at a rate of 28 percent. The remain-
der of taxable income was then taxed at the regular rates.

Credits could be used to reduce the tax calculated under
either the regular or alternative methods . For both 1984 and
1985, the two largest credits were the foreign tax credit
(previously described) and the general business credit .
Beginning in 1984, the Tax Reform Act of 1984 created the
general business credit by merging together four tax credits
that were previously available to taxpayers. They were the
investment credit, targeted jobs credit, alcohol fuel credit,
and the employee stock ownership plan credit . Other
credits claimed by taxpayers for both 1984 and 1985 were
the U .S. possessions tax, nonconventional source fuel, and
research activities credits . In addition to the regular or
afternative tax after credits, a corporation's tax liability could

include a tax from recomputing prior-year investment cred .
its and an additional tax for tax preferences. (Tables 1, 2,
and 4 show selected tax 'gems .)

Dividends paid by domestic corporations to the foreign
persons that controlled them were generally subject to a
withholding tax of 30 percent . However, this tax rate was
often lower than 30 percent for recipients of dividends that
resided in a foreign country that had a tax treaty with the
United States. The tax withheld represented final payment
of the actual tax liability on dividend payments in most
instances . The responsibility for withholding the tax be .
longed to the payer (corporation) or its representative
(usually a financial institution), rather than the foreign recip .
ient of the dividend [9] .

Dividends paid by foreign-controlled domestic corpora-
tions to U.S, persons were not subject to the withholding tax
applicable to foreign recipients . However, these dividend
payments did have to be reported to the Internal Revenue
Service by the corporations . In turn, these dividends were
reported as income, and taxed accordingly, on the recipi-
ent's U .S . income tax return .

Growth Since 1983

Foreign involvement in the U .S . corporate sector through
foreign-controlled domestic corporations continued to grow
substantially during the 1983-1985 period (see Figure A) .

Worldwide receipts of domestic corporations controlled
by foreign persons increased from $390 billion for 1983 to
$514 billion for 1985 . This was a 32 percent increase, using
current dollars . In comparison, receipts reported on all U.S,
corporation income tax returns grew from $7 .1 trillion for
1983 to $8 .4 trillion for 1985, an 18 percent increase over
the same time period . As a result of the growth rate of
foreign-controlled domestic corporations, their share Of
receipts shown on all corporate returns increased from 5 .46
percent for 1983, to 5 .89 and 6 .12 percents, for 1984 and
1985, respectively.

By making allowances for inflation through the use of the
Gross National Product Implicit Price Deflator, the world "
wide receipts, in constant dollars, reported on all US,
corporation income tax returns increased by 9 percent

between 1983 and 1985 [10). Over the same period, the
constant-dollar receipts of foreign-controlled domestic cor" . i

porations increased by 22 percent . ~ I

Total assets of domestic corporations controlled by 8
foreign person grew at a rate similar to that of assets
reported on all U .S . corporation income tax returns Be'
tween 1983 and 1985, assets reported increased frorn ,

I
$530 billion, or 5,20 percent of the total for all returnl~ -,,

$656 billion, or 5.13 percent of the total .

r
0

industry Characteristic s

Foreign-controlled domestic corporations were involved
in every type of industrial activity, but were concentrated
mainly in three industrial divisions: wholesale and retail
trade ; manufacturing ; and finance, insurance and real
estate (see Figure B and -Cable 4) . For both 1984 and 1985,
these three divisions accounted for approximately three-
fourths of the returns filed, 92 percent of the total receipts,
and 90 percent of the total assets reported by all domestic
corporations owned by a foreign person. By comparison,
these percentages were higher than those for all compa-
nies which filed U.S . corporation income tax returns . For

i -

Figure B
Domestic Corporations Controlled by a Foreign Person, by
Selected Industrial Divisions, Income Years 1984 and 1985
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this group of returns for 1985, the manufacturing ; whole-
sale and retail trade; and finance, insurance, and real estate
industrial divisions accounted for 52 percent of the returns
filed, 77 percent of the total receipts, and 84 percent of the
total assets.

Figure B shows that companies whose principal activity
was in one of the three industrial divisions had different
characteristics. There were relatively few returns of manu-
facturing companies (4,01 1 returns, or 10 .9 percent of the
total for 1985) . However, these companies tended to have
large amounts of assets which generated large amounts of
receipts . The foreign-owned manufacturers had $255 bit-
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lion of assets and $202 billion in total receipts for 1985 . On
the average, each manufacturer had $64 million of assets
and produced $50 million of receipts. By comparison, the
average foreign-owned norimanufacturing company had
$12 million and $10 million of total assets and receipts,
respectively (111 .

Domestic corporations controlled by a foreign person
were involved in the manufacture of many different prod-
ucts . Companies manufacturing petroleum and coal prod-
ucts (including integrated operations) had receipts totalling
$52 billion for 1985, This was 25 percent of all receipts for
manufacturing industries. Chemical manufacturers ac-
counted for another $31 billion of total receipts . In terms of
total receipts, other significant manufacturing activities were
food and kindred products ($19 billion), electrical and
electronic equipment ($15 billion), primary metals ($12
billion), and fabricated metal products ($10 billion) .

Foreign-controlled domestic manufacturing corporations
accounted for 7 .2 percent of the $2 .8 trillion of worldwide
receipts reported by all manufacturing corporations filing
U.S . income tax returns for 1985. These companies played
substantial roles in certain manufacturing industries

,
as

shown in Figure C . In particular, foreign-controlled domestic
corporations manufacturing tobacco products accounted
for nearly 23 percent of the receipts of all companies
classified in their industry.

The comparative levels of assets and receipts of foreign-
owned companies engaged in wholesale and retail trade
and those engaged in finance, insurance and real estate
differed significantly . Trade companies produced large
amounts, of receipts ($227 billion for 1985) with relatively
few assets ($88 billion) . Stated another way, this amounted
to $2 .58 of receipts for each dollar of assets . On the other
hand, companies involved in finance, insurance and real
estate had large amounts of assets ($244 billion for 1985),
but only $41 billion of receipts . These companies produced
less than $0 .17 of receipts for each dollar of assets .

Figure C. - Domestic Corporations Controlled by a
Foreign Person as a Percentage of All Corporations, for
Selected Manufacturing Industries, Income Year 1985
[All figures am estimates bassol an amounts am in millions of dollars)
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The great majority of trade companies were wholesalers.
Many of these companies were U .S. distributers of products
made in foreign countries by their parent corporations. For
1985, wholesalers accounted for $197 billion, or 87 per~
cent, of all receipts by trade companies .

Banks accounted for over 52 percent ($127 billion for
1985) of the total assets in the finance, insurance and real
estate industrial division . These assets produced over $12
billion of receipts, primarily interest. This 10 :1 ratio of assets
to receipts was similar to that for all U.S . (i .e ., domestically-
incorporated) banks.

Other significant areas (in terms of receipts) of the
finance, insurance and real estate industrial division were
nonbank holding and other investment companies

'
insur-

ance companies, and real estate companies [1 2] . For 1985,
these companies had total receipts of $10 .5, $8 .1, and $5 .0
billion, respectively .

The services industry (not shown in Figure B) accounted
for over 4,000 returns filed for 1985 by foreign-owned
domestic corporations. While this industry represented over
11 percent of all returns filed by these corporations, it
comprised only about 2 percent of both total assets and
receipts for the group .

Country Characteristics

Domestic corporations are owned by persons throughout
the world . However, for 1985, owners from the eight
countries shown in Figure D controlled nearly 53 percent of
the 36,677 domestic corporations controlled by a foreign
person . (The countries are ranked by decreasing number of
returns. They represent the geographic location of the
foreign owner's country of residence, incorporation, organ-
ization, creation, or administration .) The 19,352 corporations
owned by persons from these eight countries accounted for
82 and 86 percent, respectively, of the total assets and
receipts of all foreign-controlled domestic corporations .

As previously stated, the worldwide receipts of domestic
corporations controlled by a foreign person increased by
nearly 32 percent between 1983 and 1985 . For the corpo-
rations shown in Figure D, the growth rates varied widelY.
Corporations owned by persons from Switzerland and
Japan showed increases in total receipts of 88 and 52
percent, respectively. Percentage increases for Canada (3 7

percent), West Germany (34 percent), Netherlands Antilles
(29 percent), and the United Kingdom (27 percent) approx,
imated the 32-percent average for all countries . Corpora-
tions owned by persons from the Netherlands (18 PercOnt)
and France (16 percent) had smaller-than-average in-
creases in receipts for the 1983-1985 period .
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Figure D .-Domestic Corporations Controlled by a Foreign Person, by Selected Country of Foreign Owner, Income Year 1985
IMI figures am estimates based on samPles-rhaney amounts an, in thousands of dollaral
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Domestic corporations controlled by persons from Japan
had worldwide receipts of $133 .5 billion for 1985 . This
amount was far larger than the receipts representing any
other country . Japan also had the largest amount of
receipts for 1983 and 1984 (see Table 2) . Wholesale trade
was the predominant activity of Japanese-cont rolled do-
mestic corporations. This industry group accounted for
$115 .7 billion, or 87 percent, of the 1985 receipts of all U.S .
corporati.ons with Japanese owners .

Domestic corporations controlled by persons from the
United Kingdom had 1985 total receipts of $83 .3 billion .
Manufacturing industries were the most common business
activities of these corporations, accounting for 58 percent
of the total receipts. The finance, insurance, and real estate ;
wholesale trade; and transportation and public utility indus-
tries accounted for an additional 16, 9, and 7 percents,
respectively.

Companies owned by persons from the Netherlands had
worldwide receipts of $70 .5 billion for 1985 . To an even
greater extent than those from the United Kingdom, man-
ufacturing industries were the predominant activity of these
U .S . corporations

'
accounting for 74 percent of the receiptsof all companies with owners from the Netherlands .

Manufacturing was also the most common business
activity Of U.S . corporations owned by persons from Can-
ada and Switzerland . This industrial division accounted for49 and 67 Percent, respectively, of the total receipts for
these countries.

Manufacturing and wholesaling were equally important
for U .S . c

'
ompaoies owned by persons from West Germany,

France and the Netherlands Antilles . For 1985, these two
activities comprised 39 and 34 percent, respectively, of the
total receipts of West German-controlled domestic corpora-
tions. Corresponding percentages for France were 34 and
41, respectively. Finally, for the Netherlands Antilles, the
manufacturing and wholesaling industries accounted for 33
and 30 percent, respectively, of the total receipts of these
U .S. companies .

Income Statement and Tax Items

The 36,677 domestic corporations controlled by a for-
eign person generated $514 billion of total receipts for
1985 . Over 92 percent of this total was "business receipts"
(i .e., receipts from sales and operations) . Interest income of
$22 .7 billion accounted for an additional 4 percent of the
total . Banks produced the largest part ($10 .5 billion) of the
interest receipts. (Briefly, banking items such as fees,
commissions, trust department earnings, exchange collec-
tions, discounts, and service charges were included in
business receipts . Interest, the principal operating income
of banks, was shown separately from business receipts, )

These same domestic companies claimed $511 billion in
deductions for 1985 . Cost of sales and operations were
$358 billion, or 70 percent of the total . Interest paid ($28
billion, including $7 .3 billion paid to depositors by banks)
and depreciation ($16 billion) accounted for 5 and 3
percent, respectively, of the total deductions.



The net income (less deficit) for these companies was $3
billion for 1985 [131 . This was the result of 15,882 corpora-
tions reporting $14 .5 billion of profits (as computed under
the Internal Revenue Code) and 20,795 companies report-
ing $11 .5 billion of deficits [141 . Thus, only 43 percent of the
domestic corporations with foreign owners reported profits
for 1985 . By comparison, 56 percent of all corporations
filing U.S . income tax returns for 1985 reported profits
which totalled $363.9 billion . The deficits for all corporations
were $123 .7 billion, resulting in a net income (less deficit)
amount of $240.1 billion .

It is instructive to compare the rate of return on assets for all
corporations filing U .S . tax returns to that for foreign-controlled
corporations . For this purpose, rate of return on assets is
defined as net income Oess deficit) as a percentage of total
assets. As shown in Figure E, foreign-controlled domestic
corporations had a low (0 .45 percent) rate of return as
compared to all corporations (1 .88 percent), for 1985 .

The data for 1985 reflect an improving U .S. economy. For
all corporations filing U.S . tax returns, the rate of return on
assets rose slightly from 1 .85 percent for 1983 to 1 .88
percent for 1985 . The rate of return on assets of domestic
corporations owned by foreign persons improved by a
greater margin, from 0 .35 percent for 1983 to 0 .45 percent
for 1985 . This reflects an increase in net income (less
deficit) of 61 percent and a much smaller increase (24
percent) in total assets .

For 1985, profitable foreign-controlled domestic corpora-
tions had $11 .4 billion of "U .S . income subject to tax" (the
base on which tax was computed), * resulting in tax before
credits of $5 .2 billion [15] . The difference between the
$14.5 billion of profits (or net income) and $11 .4 billion of
income subject to tax was the result of statutory special
deductions . These deductions were allowed to most corpo-
rations in computing their taxable income and were for net
operating losses from prior years and deductions for both
intercorporate dividends received and for dividends paid
on certain preferred stock of public utilities .

Tax credits totalling $1 .6 billion reduced the U.S . tax
liability of foreign-owned domestic corporations to $3 .6
billion, for 1985 . The largest credits were $778 million of
general business credits and $725 million of foreign tax
credits .
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FOREIGN CORPORATIONS WITH INCOME
EFFECTIVELY CONNECTED WITH A U .S TRADE OR
BUSINES S

This section of the article switches the focus from foreign-
controlled domestic companies to foreign corporations with
income effectively connected with a U.S . trade or business,

U .S . Taxatio n

Foreign corporations are those that are incorporated
abroad . Thus, they are not created or organized in the United
States, or under the laws of the United States or any of its
States . These corporations are, however. subject to U.S.
income tax on income effectively connected with the conduct
of a U.S . trade or business and on income from U.S . sources
that is not "effectively connected ." There are two methods of
taxation that apply to the income, depending on whether or
not it is considered to be effectively connected with a trade or
business in the United States [16].

Foreign corporations are taxed on income effectively
connected With a U .S. trade or business in a manner similar
to that used to tax the income of domestic corporations . To
determine their taxable income, gross income that is effec-
tively connected with a U .S. trade or business is reduced by
allowable deductions to the extent such deductions are
related to this income [17) . The same tax rates, tax meth-
ods, and credits used to reduce tax liability are available to
both foreign and domestic corporations . See the section
entitled "Domestic Corporations Controlled by Foreign
Persons : U .S . Taxation" for a discussion of how tax liability
is determined .

Fixed or determinable annual or periodic income from
U.S . sources, such as interest, dividends, rents, royalties,
annuities, and certain gains (such as from the sale or
exchange of patents and copyrights) may or may not be
effectively connected income [18] . This is determined on
the basis of whether the income is from assets used in the
conduct of a U.S . trade or business and whether the
activities of the U .S . trade or business are a principal factor
in producing the income.

A foreign corporation could elect to treat income from
U.S . real property as effectively connected income, even if
it would not have otherwise been considered to be effec-
tively connected income . This income included gross rents
and gains from the sale or exchange of real property. This
election permitted the corporation to apply deductions
against this gross income as well .

Certain types of foreign-source income were also consid-
ered to be U .S, effectively connected income . For instance,

interest received by a foreign bank from sources outside the
United States was treated as effectively connected with th e

Figure E .-Comparative Rates of Return on Assets,
Income Year 1985
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conduct of a U .S. trade or business if the bank had an office
in the United States to which the income was attributable
and the interest was derived from banking activities in the
Un lied States.

As mentioned previously, foreign corporations were also
taxed on U.S .-source income that was not effectively con-
nected with the conduct of a U.S . trade or business. This
included certain amounts of investment income, such as
interest, dividends, rents, royalties, annuities, and gains
from the sale or exchange of certain property (including
patents, copyrights, timber and coal) . Gross income in
these categories was taxed at a rate of 30 percent unless
the rate had been reduced as the result of a tax treaty
between the United States and the foreign company's
country of incorporation 1191 .

Basically, then, a foreign corporation's total U.S . tax was

the sum of (1) the tax on income effectively connected with
the conduct of a U .S . trade or business and (2) the tax on
U.S .-source income that was not effectively connected . It
could also include (1) tax from recomputing prior-year
investment credits, (2) additional tax for tax preferences,
and (3) Personal Holding Company tax . Foreign tax, gen-
eral business, and other credits were used to reduce the
corporation's tax liability Oust as for domestic corporations) .

The transfer of profits from a U .S. branch of a foreign
corporation back to its main office in a loreign country was
generally not subject to U .S. income tax. However, it the
foreign corporation later distributed these profits as dividends
and 50 percent or more of its gross income (over a 3-year
period) was attributable to effectively connected income from
its U.S. branch, then a portion of the distribution could
become subject to a U .S . withholding tax of 30 percent. In
addition, while interest paid by a U.S. branch of a foreign
corporation to foreign creditors could be a tax cleduction in
calculating effectively connected taxable income, this interest
could also be subject to a U.S . withholding tax similar to that
described for dividends. These "second-level withholding
taxes' could be reduced or eliminated by U .S. income tax
treaties with other countries [201 .

Only data forthe 10,905 and 11,693 foreign corporations
which had income effectively connected with a U.S . trade
or business in 1984 and 1985, respectively, are included in
this article . Foreign corporations with only U.S .-source
investment income (i 'e , income not effectively connected
with a U .S . trade or business) are not covered by this article .

Growth Since 1983

The activity of foreign corporations in the United States
has grown at a rapid pace Total receipts of these corpora-
tions from activities effectively connected with a U .S . trade
or business grew from $20 .8 billion for 1983 to $50.9 billion

for 1985, a 145 percent increase using current dollars . This

growth rate was notably higher than the 32 percent in-
crease for domestic corporatlons controlled by foreign
persons, as well as the 18 percent increase for all U .S .
corporation income tax returns . (See the section entitled
"Domestic Corporations Controlled by Foreign Persons :
Growth Since 1983 .") It should be noted that total receipts
for domestic corporations includes income from both do-
mestic and foreign activities . It also includes investment-

type income, such as interest and dividends not directy
connected with a business activity . The amount of U .S .
source, business-related income of domestic corporations

for 1983 through 1985 was not separately reported on the

corporation income tax return and, thus, not available for
comparison to the U.S . effectively connected income of
foreign corporations.

As a result of the growth rate of foreign corporations with
U.S . effectively connected income, their share of the re-
ceipts reported on all corporate returns increased from 0 .29
percent for 1983, to 0 .56 and 0.61 percents, for 1984 and
1985, respectively (see Table 1) .

Industry Characteristics

As can be seen in Figure F, the finance, insurance and
real estate industrial division accounted for the majority of
business activity in the United States by foreign corpora-
tions. In fact, for 1985, this division accounted for 80
percent of the returns filed and 75 percent of the total
receipts resulting from trade or business effectively con-
nected with the United States .

Foreign banks reported receipts of $26 .6 billion, or 52
percent of the 11,693 foreign corporations' total U .S . effec-
tively connected income . Nearly all ($23 .8 billion) of this
income was interest. Only 234 banks, 2 percent of the
foreign companies, generated these receipts for 1985 .

By contrast, the 7,313 foreign corporations involved in
real estate (63 percent of the total) generated only $1 .9
billion (or 4 percent) of total receipts . This was an average of
just $265,000 per company. As a group, foreign real estate
companies reported a net deficit of $609 million for 1985 .
For every company that reported a profit (for tax purposes),
nearly three others reported losses (see Figure G) .

Country Characteristics

Nearly three-fourths of the 11 693 foreign corporations
which reported income effectively connected with a U.S.
trade or business for 1985 were incorporated in the nine
countries shown in Figure H . These 8,538 companies also
accounted for 88 percent of the effectively connected
receipts of aill foreign corporations operating a U.S . trade or
business.
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Figure F
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accounted for only 15 percent of the effectively connected
receipts of all foreign corporations. This coincided with the
fact that 4,413 of these corporations were principally in-
volved in real estate activities and produced only $13
billion of receipts. As previously noted, foreign corporations
involved in U .S. real estate activities tended to report
relatively small amounts of receipts, as compared to those
engaged in other business activities .

Japanese corporations produced the largest amount
($11 .9 billion) of U.S . effectively connected receipts. The
majority of these receipts were produced by banks. In fact,
U .S. branches of 24 Japanese banks produced $11 .5
billion of U.S . effectively connected receipts . These receipts
accounted for 97 percent of the receipts of the 197
Japanese-incorporated businesses operating in the United
States .

Sixteen of these 24 Japanese banks produced $212
million of income subject to tax as a result of their U.S
effectively connected business activities. (The other 8
banks had deficits and, as a result, no taxable income .) This

The Netherlands Antilles had the largest number of U.S . taxable income resulted in $97 million of U.S. taxes,
ioreign-incorporated U.S . businesses, totalling 5,629, or prior to credits. However, this amount was reduced by $49

nearly one-half of the total. However, these corporations million through the use of foreign tax credits . This $49
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million represented over 75 percent of the total foreign tax
credits claimed by all foreign corporations with income
effectively connected with a U.S . trade or business. The
United States allowed a foreign tax credit against income
tax for certain taxes paid or accrued to foreign countries .
These taxes were based on the corporation's foreign-
source taxable income, certain types of which were consid-
ered to be U.S . effectively connected income . (See the
section entitled "Foreign Corporations with Income Effec-
tively Connected with a U .S. Trade or Business : U.S .
Taxation ." )

Canadian corporations produced the second largest
amount ($10 .9 billion) of U.S . effectively connected re-
ceipts. Over 85 percent of these receipts were from com-
panies classified in the finance, insurance and real estate
industrial division . Insurance companies, banks, and non-
bank holding and other investment companies accounted
for most of these receipts, with $4.3, $2 .6, and $2 .1 billion,
respectively

Income Statement and Tax Item s

For 1985, 11,693 foreign corporations reported receipts
totalling $50 .9 billion from activities effectively connected
with a trade or business in the United States . Business
receipts amounted to $20.3 billion, while $27 .2 billion of the
total was interest income .

Collectively, foreign corporations claimed $51 .9 billion in
deductions for 1985 . In conjunction with foreign banks
producing large amounts of receipts in the form of interest
income, they reported deductions for interest paid totalling
$22.3 billion . This amount was 87 percent of the $25 .7
billion of total interest paid by all of the foreign corporations.

Foreign corporations realized an overall net deficit of $1 .5
billion from their effectively connected activities . This was
the result of 3,571 corporations having $1 .8 billion of profits
and 8,122 companies that were without profits, totalling
$3 .3 billion of deficits. (A small number of these 8,122
companies were actually "breakeven" companies with
equal amounts of receipts and deductions .) Thus, only 31
percent of the foreign corporations reported profits for
1985, as compared to 56 percent of all corporations filing
U S . tax returns . The percentages for 1984 were very similar
to those for 1985, with only 30 percent of the foreign
corporations reporting profits, compared to 56 percent for
all corporations .

For 1985, the profitable foreign corporations had $1 billionof income subject to U .S . tax from their effectively connectedactivities with a U.S. trade or business . This resulted in a tax of
$412 million before credits . With reference to Form 11 20F (thereturn form used by foreign corporations), this tax is called the"Section 11" tax. Tax credits of $73 million reduced the U.S . tax
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liability to $339 million, with foreign tax credits of $65 million
accounting for most of the credits . The $339 million of U.S . tax
after credits represents less than 1 percent (i .e., 0.67 percent)
of the $50.9 billion of total receipts generated by foreign
corporations .

Foreign corporations with effectively connected U .S .
trade and business income also incurred $16 million of
income tax on U .S .-source income that was not effectively
connected with their U.S . operations (i .e., "Section I" tax),
as well as $5 million of additional tax for tax preferences .
and $2 million of tax from recomputing prior-year invest-
ment credits . (While Section I tax is reflected in the tax
statistics, the income on which it was based was not
tabulated .)

SUMMARY

Foreign investment and activity in the United States through
corporations continued to grow at a relatively fast rate for 1984
and 1985. While total receipts reported on all U.S. corporation
income tax returns increased from 1983 to 1985 by 18
percent (using current dollars), receipts of domestic corpq.ra-
tons controlled by foreign persons increased by 32 percent,
and those of foreign corporations with U.S . effectively con-
nected income grew by 145 percent.

Foreign-controlled domestic corporations generated ap-
proximately 83 percent of their total receipts from two
industrial divisions : manufacturing and trade . In contrast,
foreign corporations with U .S. effectively connected income
were largely involved in finance, insurance and real estate
activities . For 1985, this division alone accounted for 75
percent of the total receipts, with only 234 banks actually
generating 52 percent of the $50 .9 billion of total receipts
for all 11,693 foreign corporations.

Both the 1984 and 1985 Income Years were not very
profitable years for either toreign-controlled domestic cor-
porations or foreign corporations with income effectively
connected with a U.S . trade or business. For 1985, only 31
percent of the foreign corporations reported profits (as
computed under the tax code), and only 43 percent of the
domestic corporations with a 50 percent or more foreign
owner had profits. By comparison, 56 percent of all corpo-
rations filing U.S . tax returns reported profits for 1985 .
Percentages for 1984 (30 . 41, and 56, respectively) were
similar to those for 1985 .

EXPLANATION OF SELECTED TERM S

Attribution Rules.-In regard to domestic corporations
that are 50 percent or more owned by a foreign "person,"
these rules provide that an individual shall be considered as
owning the stock of a corporation that is owned, directly or
indirectly, by or for his or her family. The family of an
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individual includes his or her spouse, brothers and sisters,
ancestors, and lineal descendants. For more information on
these rules, see section 267(c) of the Internal Revenue
Code . However, if a corporation is owned by two or more
unrelated persons, neither of whom owned 50 percent or
more of the corporation, then that corporation was ex-
cluded from the statistics even though, together, the per-
sons may have met the 50 percent ownership criterion .

Foreign Person-A foreign person (or entity) is defined
as a person other than a U .S . person . A U .S, person
includes: (1) a citizen or resident of the United States, (2) a
domestic partnership, (3) a domestic corporation, and (4)
any estate or trust (other than a foreign estate or trust) .
Section 7701 of the Internal Revenue Code further defines
the term U.S . person .

Net Worth .-This is the stockholders' equity in the
corporation, i .e ., total assets less the claims of creditors.
More specifically, it is the sum of capital stock plus paid-in
or capital surplus plus appropriated and unappropriated
retained earnings, less the cost of treasury stock . Table 4
shows this item for domestic corporations controlled by
foreign persons .

Rate of Return on Assets .-For domestic corpora-
tions, this is the amount of before-tax net income (less
deficit) calculated for U .S, tax purposes expressed as a
percentage of total assets.

DATA SOURCES AND LIMITATION S

Sample

The statistics for domestic corporations controlled by a
foreign person shown in this article are based primarily on
samples of Forms 1120 (U.S . Corporation Income Tax
Return) . For foreign corporations with income effectively
connected with a U .S . trade or business., the statistics are
based primarily on samples of Forms 1120F (Return of a
Foreign Corporation). In addition to these forms, the statis-
tics include data from Forms 1120L (U.S . Life Insurance
Company Income Tax Return) . Forms 1120L were filed by
both domestic life insurance companies and foreign com-
panies that carried on a life insurance business in the
United States . Thus, data for both foreign-controlled do-
mestic corporations and foreign corporations with income
effectively connected with a U .S. trade or business could
include information from Forms 1 120L ,

Form 1120 samples were stratified based on the size of
total assets and net income (or deficit) and the business
activity. For 1985, the Form 1120 achieved sampling rates
ranged from 0,36 percent to 100 percent . Forms 1120F
were stratified based on the size of total assets and the
business activity, even though balance sheet information

was not actually tabulated from Forms 1120F. Thesampling
rates achieved for these forms ranged from 23-63 percent
to 100 percent . Forms 1120L were stratified based solely
on the size of total assets . The sample rates achieved for
these forms ranged from 48.12 percent to 100 percent .

Because the data presented in this article are estimates
based on samples, they are subject to sampling error . To
properly use the data, the magnitude of the sampling error
should be known . Coefficients of variation (CV's) are used
to measure that magnitude . For a general discussion of
CV's, see the Appendix to this publication . For a more
detailed discussion of CV's for 1984 and 1985, see Statis-
tics of Income-Corporation Income Tax Returns, for 1984
and 1985 .

Nonsampling Limitations

Most of the data in this article relate to years 1984 and
1985 [21). However, for each income year, the estimates
cover returns with accounting periods that ended in a 12
month span beginning in July and ending inJune. Thus, for
Income Year 1984, the span was between July 1984 and
June 1985 . Similarly, for Income Year 1985, the span was
from July 1985 through June 1986 .

As a result of the 12 month span for ending accounting
periods, the statistics for each year shown in this article
include income received or expenses incurred during a 23
month span . For Income Year 1984, that span was from
August 1983 through June 1985 . Similarly, for Income Year
1985, the span was from August 1984 through June 1986.

Each return used for the studies described in this article
had an industry code during statistical processing . This
code was used as a classifier of the returns, as shown in
Tables 4 and 5 of this article. (Tables 2 and 3 are classified
by geographical area .) The industry code represented the
principal business activity (i .e ., the activity which accounted
for the largest portion of total receipts) of the corporation
filing the return . However, a given return may have been for
a company engaged in several business activities or may
have been a consolidated return filed for an affiliated group
of corporations which conducted different business activi-
ties . In general, foreign corporations could not be mern bets
of such affiliated groups . To the extent that some consoli-
dated (and nonconsolidated) corporations were engaged in
many types of business activities, the data in this article are
not entirely related to the industrial activity under which they
are shown .

The income statement data for foreign corporations
shown in this article are only for those corporations which

had income effectively connected with a U .S. trade or
business . U .S .-source investment income (including inter-
est, dividends, rents, royalties, annuities, and other fixed or

determinable annual or periodic income) that was not
effectively connected with the conduct of a U.S . trade or
business is excluded from tPie data . The tax liability on this
LfS. source investment income is, however, included in
amounts of "Total U.S . Income Tax:' shown in Tables 1, 3,
and 5 of this article .

FOOTNOTES

N For purposes of this article, "control" is defined as
ownership by any foreign person (i .e ., an individual,
partnership, corporation, estate or trust), directly or
indirectly, of 50 percent or more of a U .S . corporation's
voting stock at the end of the tax year For rules of
attribution, see the "Explanation of Selected Terms"
section of this article and section 267(c) of the Internal
Revenue Code .

[2) Portfolio investment is different from direct investment
in that there is no control of the management of the
enterprise, except to the extent, for example, of rights
to vote periodically in stockholder meetings of corpo-
rations . Rather, the portfolio investor has a minimal
interest in a company, and is primarily seeking divi-
dend payments or an increase in the value of the
shares of stock .

[3] For additional information on these subjects, see, for
example, Zagaris, Bruce, Foreign Investment in the
United States, Praeger Publishers, 1980 ; Guillerm,
Christine and Kirk, Richard, Direct Investment Tech-
niques for the USA, Kleuver Law and Taxation Publish-
ers, 1983 ; and Doing Business in the United States,
Price Waterhouse, 1985 . The Bureau of Economic
Analysis of the U.S . Department of Commerce pub-
lishes data on foreign direct investment in the United
States . See, for example, Herr, Ellen M ., "U.S . Busi-
ness Enterprises Acquired or Established by Foreign
Direct Investors in 1987 :' and Howenstine, Ned G .,
"U.S . Affiliates of Foreign Companies: Operations in
1986," Survey of Current Business, Volume 68, Num-
ber 5, May 1988.

[4] Sections 7701(a)(4) and (5) of the Internal Revenue
Code defined a domestic corporation as one created
or organized in the United States or under the laws of
the United States or any State . A foreign corporation
was one which was not domestic .

15] Information on ownership levels was asked by ques-
tions on the corporation income tax return which
requested the owner's name, country and percentage
Of voting stock owned when any foreign individual,
Partnership. corporation, estate or trust owned, di-
lectly or indirectly 50 percent or more of the corpora-
tion's voting stock' at the end of the tax year

161 Domestic International Sales Corporations (through
1984) and Interest Charge Domestic International
Sales Corporations (beginning in 1985) were not
subject to U .S. taxation . Instead, the stockholders of
these companies were subject to taxation when profits
from these companies were distributed or deemed to
be distributed to them. In addition, "S" Corporations
were generally not taxed on their income, but rather
passed the income on to their stockholders for taxation
purposes. Finally, regulated investment companies
and real estate investment trusts were only taxed on
income that was not distributed to their stockholders .

17] For a more complete discussion of taxable income,
see Statistics of Income-1985, Corporation Income
Tax Returns.

[81 For the most recent detailed information on corporate
foreign tax credits, see Carson, Chris R ., "Corporate
Foreign Tax Credit, 1982 : A Geographic Focus :' Stads-
tics of Income Bulletin, Fall 1986, Volume 6, Number 2 .

[9) For detailed information on U.S.-source dividends
(and other types of income, such as interest) paid to
foreign persons, see Lewis, Margaret R, "Foreign
Recipients of U.S . Income, and Tax Withheld, 1985 :'
Statistics of Income Bulletin, Fall 1987, Volume 7,
Number 2 . -

[101 The source of the GNP Implicit Price Deflator is the
Survey of Current Business, Bureau of Economic
Analysis, U.S . Department of Commerce .

1111 Manufacturing companies had larger amounts of as-
sets and receipts than did all other companies based
on data reported on all U.S . corporation income tax
returns . For this group for 1985, the average manu-
facturer had $9 .6 million of assets and $10 .2 million of
receipts . The average for nonmanufacturing compa-
nies was $3 .4 million and $1 .9 million of total assets
and receipts, respectively.

(12) Bank holding companies are included in the banking
industry, as opposed to the "holding and other invest-
ment companies" industry.

[131 For statistical Purposes, taxable net income (less
deficit) is the difference between "modified" total
receipts and total deductions, The $514 billion of total
receipts for 1985 is modified as follows: (1) tax-exempt
interest from State and local Government obligations is
subtracted and (2) "constructive" receipts are added .
Constructive receipts are the sum of the following
types of taxable income from related foreign corpora-
tions: (1) includable income from Controlled Foreign
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Corporations and (2) foreign dividend income result-
ing from foreign taxes deemed paid .

[14] The 20,795 companies reporting a deficit include a
small number of "breakeven" companies, i .e ., those
whose receipts and deductions were equal .

[15] The $5 .2 billion of total income tax before credits
includes $62 million from additional tax for tax prefer-
ences and tax from recomputing prior-year investment
credits .

[161 Section 864(c) of the Internal Revenue Code and the
related Internal Revenue Regulations describe tests to
be used in determining whether income is effectively
connected with a U .S. trade or business.

117] Charitable contributions were deductible, subject to a
limitation, whether or not they were related to effec-
tively connected income.

[18] While capital gains that were considered to be "effec-
tively connected" with a U.S . trade or business were
taxable income, other U.S .-source capital gains were
exempt from the U .S . income tax.

[19] For a list of tax treaties, see U.S . Department of the
Treasury, Internal Revenue Service, Withholding of Tax
on Nonresident Aliens and Foreign Corporations, Pute,
lication 515. .

[20] The Tax Reform Act of 1986 replaced the "second-
level withholding taxes" with "branch level Profits and
interest taxes," subject to modification or elimination
by tax treaties. For tax years beginning after 1986, the
U .S . branch of a foreign corporation could be subject
to a 30-percent tax on amounts of its "dividend
equivalent" and on certain "excess interest" deduc.
tions used in calculating effectively connected taxable
income. Dividend equivalent is the branch's effectively
connected earnings and profits for the year, reduced
(or increased) by the amount of increase (or decrease)
in the branch's U.S . net equity position during the tax
year. Section 884 of the Internal Revenue Code spec.
ifies the branch level profits and interest taxes .

[21] Tables 1 through 5 include data for 1983, as well as for
1984 and 1985 . For more information on 1983 , see
Hobbs, James R ., "Foreign Investment and Activity in
the United States Through Corporations, 1983:' Sta-
tistics of Income Bulletin, Summer 1987, Volume 7,
Number 1 .
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W., G.. any. .. ...... ..... ... ....... .

S~eaea .... . ......... ........... ........... ........... .. ........... .........
1 .842

718
27.5~1,1 1 1
7,761 .200

36 ~12.085
12,531,765

748,21 9
-5382

1,431,746
345,432

1.179.7a
321,9,10

537.089
148,222

423,054
122,996

S"""" - - . . . .. . .. .. - - -
1 .557 16.338,922 17,931 .585 37,1,1W 619,486 625.765 2131213

2,
43 5

Africa .. ... ......... .......... ... ....... ....... ... ............ .. " ....... .. ......... . W2 "O"IDO, 4D4 981 -33,737 6,954 5,311 2.320 2052
Ase .

. . .
7 .199 89.242279 122,071,832 1 .0419,092 3,N2.0,r5 2,776408 7,262.577 1 .173,356

.... .Hong ii~~ .... .. .... ...... ..... .. ......... .. 1,252 1,475.643 1,019983 -53,939 35,267 U,770 13IM5 1 1,092
j.'a, * - --. ............ ... .. ........ .......... .32 99 65,554,130 11 2 WTM 1,815,477 2,920.Wl 2.681 .977 1,224,963

3"'4
570J~~

soult, " .... .. ......... .. ............ ........... I 1 44 1855.364 2,526,563 -26 .362 2,496 1 .668 630 M2
OSSSM . ......... .. ......... .. ......... .. ......... . ......... .. ............ .......... 347 8 436,9G5 3.631 .711 ID .256 15`I .~ 142.173 68,3M TAM
P.wa R and U.& Painies"m,s. .......... ... . ..... . I . ,, '1,1 16 .5G5 '85,IA45 *97 .177 '107 .481 '107,203 *49,30 -6.D55
Ca,may not =ad ..... ........... .. ......... .. ......... .. ---..... .......... 3 .728 13,~6,192 12,216,07 415,995 616 .426 383,lU12 159,Ml W.U2

1985
All geournashic arsuar, sow ... .... ... .... .. .... .... .. .... .. 36,Gn 655,695,711 513,M.N2 2,976,286 14.500,125 11.428,043 5,152.40 3,678,147

~
C.
;nada.... ........... .......... ............ .......... ............. ....... 6,151 67~Ml .601 40458,451 - 197.2N 1,271 M W4 .263 281,377 200,553n

M-1 roal ....... ....... I I ....... ....... 1- 1 5,268 33.OW950 29.970,129 -845 .657 53O .2Gl 336 .895 152,913 77353
Marc. ......... .......... ............ ........... ............ ........... 1,532 1,086 .502 1,611 .323 -24 .878 15,147 7 .943 1,581

1
: 6

Canblaeon mtSl ..... ........... ......... - ...... ........... ......... 1,670 23,715,455 21,212,137 -611 .938 415,676 2u,891 125 .063 53 W
ONealerrinas Antill . .......... .......... . ......... .. ......... ....... 733 22,608 .123 20,767,891 -535 .965 411,261 262 .524 124,887 , 1 1

S A.. ......... ..... ...... ........... .. ........... ....... "lu 1,977 .180 1,889622 -11 .824 31,414 24~ 8,205 7 .07 9C;-
=11-' latal ..... ........... ... .. .......... ........ 882 6,227,813 5,257 .0,17 -197,017 G7 .96,l 41,M B.

'4'

IS
131P

... ............ .. - ...... .. .....
. .

821 6,729,333 5.145,672 -190,998 6. ~ 38,176 7,06li
'~'

28 5

Other Western lowl ..... ........... ........... ........ 522 7X5,72D 6.405 .301 -29%311 21 .02 -12 .9% 4 m8 3 .~

111-ca
. ..... ........... . .......... .......... ............ .. ... - 358 7,028,912 5,9N,326 -249,992 10,718 6468 2:G32 1 766

~-' `aW` * . ............ ....... 13.513 400.BDO,621 276A76,480 3 P$9214 9 324 .218 T417393 3 .355,6112 2 D87 "
'

~:~ :
common 10,371 360,558,201 235,827,575 3,114.976

,
8.113,W9 6.473,707 2 .930.658 31,778 .0 1

BalgiUm ..... .. ........... ........... ........ .. ............ ........... .... 658 9 .260,619 7,085.342 958497 1 034.SSS 1 .023.325 40,252

,"
2~

F.. ....... ........... ........... ... ....... ............ .. ......... .. ..... 1 .6113 27,6M365 25.673,312 -126,433 505,017 384 654 172,145 132 .700
Nowernanes .. ......... ............. ......... .. ... ....... ........... ..... 1,747 ID4 147,BI7 70471,893 138,331 1 .573,586 973,518 440,248 2)5.353U

n,.d ~ngdow ... ........... ........... ....... ..... .. ..... 2,M 1 174,635,073 W~Oon 1 817,698 3,387 W 2,712.172 1 .23M ~ 4
05

"a.

I cana W
-

... .......... ... I ..... .. ........... .... . ......
2214

690
35 046 .M
8,6n.a.

42,N5,267
9 .863 785

53669 7
237 540

1,424.59 5
W5 852

I'MI9 1
287 893

56 737
131 .671

478
71 771

,,-a, land ... ........... ............ .......... ... ....... I 1 1,423 23 328gDG
,

24,169,417
,

192,.7 672.3W
.

5U.725 2,19 01

~' .
Sr 2

All I " -- - - - ... . . .
...... 126 1 .233.918 522,889 -2.403 32 291 IB 3W 8,513 14"1;

Ase. 7 117 IN 383,924 144408 678 956 474
~

2 8M D69
'

2 M 802 1 220.

"1'. '

Hong
1 :.

5, 1981 .41,
,

2,315."
, 575

- 11 .
,

60.089
.

15.902
, =

5

3 7~3 9
8117 :Japan .......... ..... 2,Wi 81

:M,
766 IM48~1,7. 1327,992 2,759.12D 2,636.389 1,198 ,jj6 1, 52,

Soup, .... ........... ....
o-ni ......... ........... ...... ... ........... ..... ..... ......

44
376 1

.755 , 0
819 .4112.~l 2.49363 16824211

79.762
-51974

4,566
198274

1
. N'105 739 70147 591

P ene Ri~ and US Possessions ....... ............ .......... -51 '142 127 '10.317 - 1 1 OM

,

*9 073 -4 . 7CLni'y aw Mou . . . .
3 .474 16 .811 .165 8,569 697 -49.078

.
~6.423

,
196583 76767 47, ~__

E.-. Snould be Used In -on So of ah. -11 nUmba, . sompl. mU,mS an . .h,, . SeSea
in , '~.GaOgMPI. .7 - - in. 1-ban .1 IhS .-w. -M, at resm-e-omwS,,n . O,ga-tmn, crari- or Saminionalron.

NOTE : Delad add . W. awe- .1

Table 3-Foreign Corporations with Income E"ectively Connected with a U.S . Business: Selected Income and Tax Items, by
Geographic Area
[All figures am estimates aesed on samples-money araounis am in thousands at dollars]

U.S.
.a

U s .

on~

Q) (S) (4) 01) an M an (W

1101 3

All gaegallihm am"&, t-I ... .... .. .... ... ... ... .... .. .... 8,001 20 .793,723 21,882,107 1 .117,11198 693,369 M8.9115 162,11011 16d.- 152.-

Cemda ... .. - - - 1'131 3,S52,389 3.U43,990 -293.352 74.552 45,589 25.177 16MI 24,07 3
- -ca 1-1 .. ... ..... .. .. . - ... .......... ........... . 5,275 3.265,726 3,705 .D68 - .3.756 M6.706 254,977 82,172 78.732 711,24 3

M.i . . ......... ... . - 56 172602 179,171 -6.686 2.9wl 356 Ou 84 8`1
C-1W Amu- I I .- ..--..... ........... . 741 252.,20 2~1 .769 -43M3 17,512 13.560 3681 3,615 3.6S 2
C,,iuaw, al ... ..... .. -... ........ . ......... .......... ..... ..... 4.4W 2.439,314 2,725,192 -288,928 311739 240.976 78,394 7SO21 74,493

Nal arwal. ..... ......... . ........ ..... -... ........... . 4,124 2,013852 2.30,1 .783 - 293,85B 287.853 2W,882 73 02B 70,877 70,15 7
01 Amm- .... .......... ....... 0 401,688 505,936 IN,339 1,471 85 13 13 13

Uner ~arn Hum-hem- ..... .......... . -- 119 213,217 218 .4M -5'~a I8.N5 13,129 4.516 4,401 4,33 0
E..ps . -1 ............ .. ... .... .... .... . ...... . ..... .... ......... .. ........ 803 7~226.690 7.391.553 1 B4.726 128,190 88,420 40.007 38,2W 32,196

con,man M .1'al --a'as, ....... ... ... .... ...... 510 5.463657 5,565,197 10,1.272 100825 67.!]09 30.~ 29,913 23.N2
F- 21 l_%2.822 1626.038 -63,215 1 .402 - 572 - 572

ni~d .1 1-1 .1 - I ... .. ...... 1 85 1.606,185 1 .6,13 .391 -37.2% 41,723 35,633 10.103 16035 9.332
Germany. ..... ... .......... ....... 200 1 .517 .9U,$ 1,497.363 18 a3I 4~ .644 30328 13,357 13 356 12,642

S.,Ua,,.nd . . . .......... ........ . ........... ..... .. ... ........... 148 1 3N,982 1 .355023 -53.450 20.739 16499 8.071 6.999 7,844

An--....... .......... . . .... .. .... . ... .. ....... ...... 110 16 .394 24.650 -8256 1,082 l .t38 324 317 319
~~' .a . . ..... . . . .. .. ...... -. ......... .. ..... 3~ 6,N3,225 6.A)8~952 - 165,BW 117.088 57,633 28,240 25.762 10,86 2

Japan. ..... .. ........ ... ........ ..... ..... .... ..... ... 103 4,612 .363 4,5,12 856 69.446 111,678 56512 27.908 25,4B4 10.5"

Ocmn,a ., - . . .... . ... -.- - ......... . 66 135,04 144,473 -8,840 "'65 "165 450 450 450
P,,M, R,c and U S.P-on,- ....... . ........ ........ 33 140,941 136,179 1,519 7,786 256 41 41 4 1

C-, .1 Stated ...... ...... - ........... ... ...... . ........ ....... 109 W'509 108832 -9.339 7,256 6.6aa 1 .879 1 .~ 1,87 9

All geographic wass. un,al ... ... ... ... ... ... ... ... .... ... . ISMS 43.65S,W6 45,603,619 -1 .513 .345 1,342,116 9112~217 393,179 376,741 317 .1 0

Crn.d . ....... -- ............ ...... . ..... .. . ....... ....... . ........... ... . 115% 6442,767 6,731,714 2R9,093 161 .767 112,122 53.674 46,U6 51 .28 7
L- rUa- Wtat-- . .. ........ ... ...... ... .......... - 7,02. 4 9W 079 5 .6a;~!KU` 7 tO 815 :193 .472 208.7N M.896 72,750

'~

70,74 3
M.. .. ......... . . ..... ........ . . ....... .. . ...... ........ . ..... 53 181 .473 ~.Mg -23 .166 308 144 23 23 23C-,W Amw.. ---..... .......... .......... ........ .. ... .. 1 078 274 .357 267.986 5,274 47,71K) 25 .lN 8.1W6 B.G33 8,569
C-bloarn IoW .. . ...... .. .. -. . .. .... ......... ..... 5,792 4,096 .111 4,708,556 -628 .338 ~3'~ 183 .186 66.177 64,647 62,11 4
WhOand~ ... ........ ..... ...... 5,405 3,145,141 3,777.374 -6,15 183 247,255 159'aw 513637 55,163 55,89 5South A,e,i,., .... . ........... .. ....... . ...... .......... -- 97 381,138 445,723 -K585 1,799 270 so 47 3 7

Dlh., Wwrar,, H-Sh .. .. ...... .. ..... ......... ..... 141 195 .746 214AN - l8'wj 16ZBO 13,393 4,389 4,271 4,18 1
Ev", I .. ~ .......... ... ... - .......... ........... ........ .. ......... . 1.316 16,236,8M 16 .613,182 -427,500 449,455 371,4M 168,012 'U'6Bo 155678

C,;in,, M,kel .... ine, tots, .-.... ... ....... ..... 933 12 .195,575 12,221,W - 50 .200 428 5~2 353 839 160,776 159.225 148.52 6
R-a .... ....... ..... .... ... .... 29 2,567,743 2 .616,559 -48,017 35 .611 - Sol - sa l

Kaw,,,, .. ....... .......... ......... .. ... .... .......... ..... 352 5,596,492 5 3M.08 285 .474 339,127 W_804 152 .165 152 .056 140 .G2 6
Wour G-.,~.. .......... ... ...... ..... ..... ........ .. ......... .. .. M 2 .060,455 2,072.985 -34,273 36,415 7,909 3 .298 3 298 3,19 1Swr-.dand ............ .......... ........... .......... ........ .. ....... .. 154 3 .175219 3,443~392 294,an 6,878 5,175 3,568 1'99~ 3,61 5

Al. .. ...... .... ......... ...... .......... .......... ........... . ...... .. ... 169 130,676 161,172 -30 .497 2,161 I'm 3N US 3 7
ftS, W . ..... ....... ... ........... ... ...... ........... ........ .. ......... . 397 16124 .485 15,128,585 -25,778 308,457 188,749 89,15) 85.482 32 596j,.,i..... .. ............. . ........ ... ... ... . ........ .......... . ........ .. 113 13,433.5,17 13,282 358 149294 300,711 185,995 88473 841 .511 ,

.

31 .659
().- .. ...... ... ............. .. ........ .......... .......... ... 92 465,988 395,50() -4 .773 6748 5,381 2 .1 2 .Nl 1,96o
Purmo R"m iniU O's, F-sn",,.. ... ........... .......... . 51 121,391 124 .201 -3 .037 3014 598 141 141 141
C-r-1Y 11-1 I .d ........ ........... ... ........ . ...... 1 W 4~9,X) 7,956 -3,024 W5 590 182 162 182

1985
All Peolimphic am,,, onal . ... .... .. ... ... ... ... ... ... ... 11,693 6D .908,814 51.9n,117 I .M6,664 L783,6115 1,024,616 435,09 4111 .9156 361,92 7

~,vna " ~...... .... .-. . ..... . ... ........... ........ . ... .. . 1,586 10 8a3,168 10,502,6115 -39.312 430.8117 210,048 102.392 91 .919 94,294
I .,. Ar".n. , '- ~. ... . ...... .. ........ -- ...... ..... 7,517 9,365,113 10.163,608 _M8010 534.5?6 265 925 96 258 92 4M 92 229. ... .. ... ............. .......... ........... ...... ....

Cr-1
59 l9o.158 189,899 -26,501 444

,
0)

, . .

Amen,. ..... .. ...... . .. .......... ........ .. .... ... ....... . .
c."b"a. l

1,233 4M 954 461,06 -28,547 36.820 26 334 8'~ 7M2 8612, e~ . .... .. ......... .. ... I--, -. .......... .....
Wh n

6,16,1 ll.M.5113 9.021 .144 -692,40 496,821 239,262 87,469 84,79B 83,49 3
S. e - AnWi,s .......... ..... . ...... ....

"" '

5.629 7,723 .859 8,41)8 .243 -691 .036 4341.732 MI'M 71 .716 69.08S 69 .77 1

s -
62 QUA 18 491 .880 -100515 431 WO 136 136 125

Offir, - I-n Humi,ha',,_ 156 729 .931 744,DO2 -14293 48370 4G.711 17,697 17 658 17 .6a2
.a .. ......... .. ........ .. .

C 1 .433 15,152,165 15.676 C27 - 59l .G5O 248,D36 153,242 71 151 66 267 60 986,mm- loial- ...... ........... ... 939 11,75,1,017 12,107,052 -3M 867 WJ,152 140,36,r
.

M.739
,

62.W6
,

53 .67 1

U 1 d
W 1 475,527 1 .528 960 -53.489 "!u`9 2U 3

3 3
1. 0 ~. ~ . . . . .

W. Gi,nn . 398 3.375914 3469 .777 -95,274 75,1M 66,616 30.497 30,096 24,76 1. ..... . .. 221 3,352.839 3,392,971 -44,730 98,738 584422 26,314 26,196 22.15 1.. ..... ..... ......... . .. . .. .......Al 219 2,7D7,056 2,958,W5 - lW51Q 22,374 8442 6.019 3.083 597 7
...... .. . . . . 167 149 D 155,298 -5,865 7.W 7 171 3 167 3 131 3 106

514 , 13,903 .413 13 .913 .467 -19 .716 ~98,842

,

UlM7

,

141,9139

.

738~221

.

9 '

Qi,r-
197 11,931,489 11,749442 1 SO 562 MUGU$ 238.289 111,275 109,221 60 .937

127 577079 616,4DI -39,322 9380 3 .~ 1 .533 IAD4 1 .1 "
q~ a'd us PUft',SU"S ... ........ 71 740126 1 U 81 1 -8 .186 2 501l, 532 136 136 136, ,
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Table 4 .-Domestic Corporations Controlled by a Foreign Person: Selected Balance Sheet, Income Statement and Tax Items,
by Industrial Division

JAII ligures are milimates based on samplea-money amounts am in Thousands of doiler,t)

eaMaama;o_ AaMsft
_ZZ

-aa
-'e

I - _,. Tramasoaaroo_ mr,
=1

(1) (2) (s) 1
(4) (a) In (a) --

1263

Numb., of hourn., all .. ... .... .. .... ... ... .... ... .... ... ... ... 33,622 1,149 1,162 352 3,260 862 112,343 11 4.463
w I In . ............. ........... ........... ........ ... ............ .. 13 .648 385 310 135 1,873 592 4,993 2r827 2 .533

Itual asams...... .. ......... ........... .. ........ ....... .... ........... .. ... M0.334 499 1,826,~47 22 .047,801 2,172,726 219.225,274 20 095.931 66.127,M9 191 .094,419 7 .69171
2No otorth ........... ........ .. ......... .. ........ ....... -.. .. ... ..... .. ......... . 138,3110,457 470.012 9 .61 456,684 71,327 .45~1 7,596 ~12 'BrGE2.721 29,208,014 1 557 :3) 5

Tioull not,em; .. .. ........ -, ... .... .. ........ ........... ........... .. ... asSposjm 732,291 fl,~19.595 3,014.927 157,7M,858 11,855.5W 164,917 873 ~15,391 .398 7,790 .9 M
Business ......... .......... ........... ........... .......... 359,793,137 662,152 7 .665,838 2 BG9,993 149,108 .180 1 1,~4,256 161,780,356 19 .073,624 7 .242 .10 1Toes,
dadbe~ What.. ........... ........... .......... ........... .......... - 387,981 .124 876,7. 9 .594021 3,IM,347 154,033,796 11 .955 9013 164.041515 36,M8,161 7.971575

Coal of sales and QMMWM - ....... .......... ........... VI .372 .~ 414,635 4,651 .3U 2,529,726 98.952 .238 7,217 .796 l41 .W8X2 11,711 .s. 1.7 .11 7

Total ressavits lose WWI deduohorse...... ............ .......... .......... 1,927.675 -1 .452 -1 144.426 -115,420 3,705,062 - 100,35,1 amosia -966,763 -180.665
N .Wooho 0- mn.M . ........... .......... ............ ..... ..... ........ 1 .11,18 521 -144.452 -1,079.433 - 113,1323 3,602,606 _loo .5o6 888,419 -1,224.816 - 1713.91 0

Net I. ohn. .. .......... ... .......... ............ ........... .......... 12,447.588 15,701 306.410 43.278 7,350 .321 409 445 2,875~268 1 .196 .623 25o
. Sl

IU ,S.
rossane wbiect to W- ....... .......... ... ........ .......... ....... 10J06.827 12.195 186,655 M,205 6.713 .801 ~,643 2.514,770 701,451 156"M

Total Us . MWm1 W, ....... .. ........ ........... ............ .......... ..... - 4 .8,18,5(sl 4,661 94.868 14,567 3,()82,2D3 174,6U 1 .133952 287,892 55,678
Foreign W. credit. ........... .......... . _ ....... ............ . ........ .......... 67o.561 - 54'm 2JG7 U6,696 262 22 .24f 41,173

1
2"

Other credits 7 ........ ........... . ........ ............ ...... ... ......... 759,389 1 .451) 5.253 4092 520,287 09.8.9 101,260 27.85)

. " sDannotbans to arooMadem -Wpt rn- . .k 4 326 M7 6.690 340,642 5.1% 2 .561 530,M 272 .298 570 .69st 3.,V0

1984

Number of rouroms, Total . ... ... ... .... .. .... ... ... .... ... ... ... .. 37 .01 1,135 1,24$ m 3.302 569 14,1910 111556 G,on
so . mill ........ .. ........ .......... ........... . ........ lsX6 360 222 654 1 .9, 1 323 5,874 31231 2.7W

Too! assets .. ......... .. ........ ........... .......... ............ ... ....... . 552,597 sal 1453,269 t?9 .079.013 2 .516 66D 216,192~377 11,064,996 80,214 .577 198,908,108 13.103 54 5
No - ~..... ........ .. ......... . ......... ....... - ... ........... ........ 15,1,921I.W9 3G6.5134 13,314,350 507."8 82,540606 3,805 541 M 997 .962 30,649,813 2,796.054

moddle .. - ........ ........... ... I ...... ........... .......... ......... 159,161,616 7n,634 11,426,911 5,201,036 178,076 .536 9,1 15 .~D 201 .958,318 4()S..227 11,968,534
Busyness -iPa . .... .......... ........... ........... ... ........ ........ 423,6G2.229 546.0(h lo,599809 5 .051 .050 167 .548,D99 8445,142 197,946 .312 22 .164,W1 ii .DG2.61 1Too
deadrebons .. . .. ....... ........... ........... ...... ... .. __ 45a'Sel .699 627AM 12 .677,714 5223.416 172,1 9.OM 220 199.563 .031 42,029957 12287~7 8
Cout of salos and olhenst,ne ........ ............ ...... .... ........ 320,856,731 419.276 6,918.887 4331,677 110,375 .497 5 506.860 171 .651,316 15 430.484 6,087,01 2

I.. mceder less real--i......... ............ . ... .......
'

4 .519,917 - 1,30.816 -1 .250802 - 111 5 .205.255 95,220 2,395288 - 1 .485,730 -318, W
N.I Z-. (is . dulsol) . ........ .. ......... ............ ........... ......... 4,528,142 -100,816 -1 .106AD3 -17~357 5296 .604 95,175 2.431,063 - T,675,421 -314 .729

Net I.a .... ... . ......... .......... ....... .... ... ....... ........ 15 .356,593 39.582 564,615 96.377 8 185 .582 311,784 ~1,5~ .475 1,270~412 355 763~ ,;;
subject - ....... ....... .. 1 11-.. .......... 13,410975 5,358 481,545 W.24D 7 .542.966 n9,989 4X3 .274 719,814 221 .79 1

Total US~. ....... ........... .......... ....... ... ....... .... ........ 6 .049,943 2,276 225,M5 24,655 3 431 X3 134 ."0 1 .8,45 .723 3,31 .66o 84 440
Foog bb~ boaln.. .. ........ ... ........ .......... ........... ........ __ 781 - 132834 377 559079 35) 51 .18b 43468 766
01- comes a ....... ... .......... . ....... .. ........ ............ .. ......... .. ..... 774.137 85 26~552 1 .812 50B.B25 59 .666 112 .482 53,711 Io.985

Distributions to srockleadens eicapt,h - shook ...... ....... 3 .=,147 - 143,940 2,812 1,8n,312 M3 .689 5D7 sat? 582,633 52,179

loss

Numbs, all artharmi . brat ... ... .... .. .... ... .... ... ... .... .. .... .. 311 f?" 11ols 1 .01") 4AII 4" 13,580 11,149 4^8
with no i....... ........... .......... ........... ........... 15882 378 136 729 1 .971 254 6,146 3.846 2AW

. ... ........ ........... .. ........ ... ........ ........... ........... ........ 655695711 1 .529.,029 35 .815.201 3,11 255,237,926 1o,256,185 N'191,f`05 16.42e.W
No = I ........ ........... ........... .... I .......... ... I . ..... .. 1 178 .092,635 3811 18 035,764 590~323 M 026 306 3.608 .870 22 .G35,571 3(1 3M .951
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Domestic Corporations Controlled by Foreign
persons, 1987

By james R . Hobbs*

For 1987, the 45,000 domestic corporations each
-,controlled" by a foreign "person" generated $687
billion of worldwide receipts and reported total as-
sets amounting to $959 billion [1] . These corpora-
tions, 1 percent of the U .S . total, accounted for over
7 and 6 percent of the receipts and assets, respec-
tively, reported on U .S. corporation income tax
returns . Figure A shows that foreign -controlled
domestic corporations accounted for an increasing-
ly higher percentage of the receipts and assets of all
corporations during the 1984-1987 period .

The net income (less deficit) for foreign-controlled
domestic corporations was $5.6 billion for 1987, the
highest amount reported for recent years and in
sharp contrast to the net negative amount of $1 .5
billion reported for 1986, which was the lowest
amount reported for the same years . Most of this
increased profit occurred in the manufacturing sec-
tor .

Domestic corporations controlled by persons
from Japan had total receipts of $185 billion for 1987 ,

Figure A
Domestic Corporations Controlled by a Foreign Person as a
Percentage of All Corporations, 1984-1987
[All figures are estimates based on samples)
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a 33 percent increase over the 1986 amount . The
amount for Japan was far larger than the receipts
representing any other country . The receipts for U .S .
companies controlled by persons in the United
Kingdom remained in second place with $103 billion,
followed by the Netherlands ($77 billion), West Ger-
many ($63 billion), and Canada ($52 billion) .

DIRECT FOREIGN INVESTMENT IN THE
UNITED STATE S

Direct foreign investment in the United States can
take several forms, including corporations, partner-
ships, and joint ventures. Under these forms of
direct investment, the foreign investor has sufficient
equity in the enterprise so as to control and par-
ticipate in managing its operations [2] .

A foreign direct investor can either gain control of
an existing U .S . corporation, or create a new com-
pany incorporated in the United States . Another
method of operating in the United States is through
a branch of a foreign corporation . This article
focuses on domestic corporations (i .e ., companies
incorporated in the United States) that are controlled
(i .e ., majority owned) by a foreign person [3) . (See
the "Explanation of Selected Terms" section of this
article for a description of foreign persons .) A
separate article will be published in a future issue of
the Statisfics of Income Bufletin covering branch
operations of foreign corporations with income "ef-
fectively connected" with a U .S. trade or business.

There are several factors involved in the decision
of a foreign investor to operate in the United States
through either a "domestic" or"foreign" corporation
[4] . The U .S . tax structure is one of these factors and
it is discussed next in this article for foreign-control-
led domestic corporations .

U.S . TAXATIO N

Domestic corporations controlled by a foreign
person are taxed by the United States in a manner
similar to that of other domestic corporations. Con-
trol is defined for this purpose as 50 percent or more
direct or indirect ownership of a corporation's voting
stock by a foreign entity, such as a foreign corpora-
tion .

For 1987, only 8 percent (3,388 returns) of the
44,862 returns of foreign -controlled domestic cor-
porations indicated an exact 50-percent foreign
ownership level . The great majority (84 percent, or

37,519 returns) indicated that the level of ownership
was over 50 percent. Another 3,955 returns (9 per.
cent) indicated only that foreign ownership was 50
percent or more, but failed to provide the exact
percentage of ownership [5] . All of these companies
are included in the statistics .

Most domestic corporations are taxed on their
worldwide income [6] . This includes corporations
that are controlled by foreign persons. In general
the taxable income of a corporation is its gross
receipts less ordinary and necessary business
deductions and certain statutory special deductions.
This income is shown in the statistical tables of this
article under the heading "U .S. Income Subject to
Tax." Taxable income includes both actual receipts
and "constructive" receipts (i .e ., certain income from
Controlled Foreign Corporations and foreign
dividend income resulting from foreign taxes
deemed paid) . However, it excludes interest from
State and local Government obligations [7] .

Unfortunately, the tax return form which is the
source of the statistics in this article does not
separate U .S .-source taxable income from foreign-
source taxable income, although foreign-source in-
come had to be reported by corporations which
claimed a foreign tax credit (see the section entitled
"Data Sources and I-imitations") . The foreign tax
credit is a credit allowed against U .S . income tax for
income, war profits and excess profits taxes paid or
accrued to foreign countries or U .S possessions . To
claim a foreign tax credit, a corporation had to have
generated foreign-source taxable income, paid or
accrued foreign income tax on the income, and had
a U .S . income tax liability .

Foreign-controlled domestic corporations
claimed $660 million of foreign tax credits for 1987 .
This amount reduced their total U .S. income tax
before credits ($5 .7 billion) by 12 percent . In con-
trast, the approximately 3.6 million U .S . corporation
income tax returns showed a total of $20

* 8
billion of

foreign tax credits for 1987 . This amount reduced
their total U .S. income tax before credits

.
($118-5

billion) by almost 18 percent [8] .

The Tax Reform Act of 1986 changed the regular

corporate tax rates, effective on July 1, 1987 [91, The

revised rates were used for tax years beginning on
or after this date . For tax years that included July 1,
1987, both the old and new tax rates were applied to
taxable income, and the tax was the result of prorat-

ing the two figures based on where July 1 fell within
the accounting period. Because the statistics used
for 1987 represent corporate returns with accounting
periods that ended between July 1987 and June
1988 (and, thus, began as early as August 1986 for
a 12-month period), the income tax amounts were
calculated based on a mix of both the old and revised
tax rates .

For the period occurring before July 1, 1987, the
regular corporate tax rates were as follows :

Tax le Income Tax ratC

$25,000 or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15%
$25,001 to $50,000 . . . . . . . . . . . . . . . . . . . . . . . . . 18%
$50,001 to $75,000 . . . . . . . . . . . . . . . . . . . . . . . . . 30%
$75,001 to $100,000 . . . . . . . . . . . . . . . . . . . . . . . . 40%
Over $100,000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46%

If a corporation's taxable income exceeded $1
million, then the corporation was liable for an addi-
tional tax equal to the lesser of (a) 5 percent of the
taxable income over $1 million, or (b) $20,250 .

For the period occurring on July 1, 1987, and
thereafter, the corporate tax rates were changed to :

Imahlo Income Tax rate

$50,000 or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15%
$50,001 to $75,000 . . . . . . . . . . . . . . . . . . . . . . . . . 25%
Over $75,000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34%

If a corporation's taxable income exceeded
$100,000, then the corporation was liable for an
additional tax equal to the lesser of (a) 5 percent of
the taxable income over $100,000, or (b) $11,750.

For corporations with tax years that began before
JUIY 1, 1987, and had net long-term capital gains, an
alternative method of tax computation could be used
if it produced a lower amount of tax than under the
regular method . Under the alternative method, net
long-term capital gains were taxed separately at a
rate of 28 percent (34 percent for the period January
1- 1987 . to July 1, 1987) . The remainder of taxable
income was then taxed at the regular rates . Under
the Tax Reform Act of 1986, for tax years beginning
on or after July 1, 1987, the alternative tax computa-
tion did not apply ; corporate long-term capital gains
VVere taxed as ordinary income .

The 1986 Act created an alternative minimum tax
(AMT) . Capital gains of corporations were included
in the base of this tax (i .e ., alternative minimum
taxable income) . The AMT became effective for tax
years beginning after December 31,1986 .

Credits could be used to reduce the tax calculated
under either the regular or alternative methods . For
Tax Year 1987, the two largest credits used by
foreign-controlled domestic corporations were the
foreign tax credit (previously described) and the
general business credit . The letter credit ($381 mil-
lion claimed for 1987) is a combination of several
individual credits -- investment credit, jobs credit,
alcohol fuel credit, research credit, and low-income
housing credit . The Tax Reform Act of 1986 made
changes to several of these credits . Other credits
claimed by taxpayers for 1987 were the U .S . posses-
sions tax, orphan drug, and nonconventional source
fuel credits . In addition to the regular or alternative
tax after credits, a corporation's tax liability could
include a taxtrom recomputing prior-year investrn~6nt
credits, an alternative minimum tax, and an environ-
mental tax . The environmental tax ($17 million for
Tax Year 1987 for foreign-controlled domestic cor-
porations) was authorized by the Superfund Amend-
ments and Reauthorization Act of 1986 .

Dividends paid by domestic corporations to the
foreign persons that controlled them were generally
subject to a withholding tax of 30 percent. However,
this tax rate was often lower than 30 percent, for
recipients of dividends who resided in a foreign
country which had a tax treaty with the United States .
The tax withheld represented final payment of the
actual tax liability on dividend payments in most
instances [10] .

Dividends paid by foreign-controlled domestic
corporations to U.S . persons were not subject to the
withholding tax applicable to foreign recipients .
However, these dividend payments did have to be
reported to the Internal Revenue Service (IRS) by the
corporations . In turn, these dividends were reported
as income, and taxed accordingly, on the recipient's
U .S. income tax return .

REVENUE RECONCILIATION ACT OF 1989

The Revenue Reconciliation Act of 1989 amende d
Internal Revenue Code section 6038A to strengthen
the recordkeeping and information reporting require-
ments, and compliance provisions, applicable to
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foreign-owned corporations . The group of corpora-
tions subject to Code section 6038A was expanded
by the Act to include domestic or foreign corpora-
tions engaged in a U .S. trade or business with at
least 25 percent foreign ownership . Previously, the
threshold for application of Code section 6038A was
50 percent ownership by a single foreign person .

The provisions of the 1989 Act apply to tax years
beginning after July 10, 1989. These provisions do
not affect the data for 1987 shown in this article. In
addition, it should be noted that the information
reported in this article is derived from original returns
filed with IRS . It does not include changes made by
IRS resulting from audit examinations, or made by
taxpayers through amended returns.

RAPID GROWT H

Foreign direct investment in the United States
through foreign-controlled domestic corporations
grew substantially during the 1984-1987 period (see
Figure A) .

Worldwide receipts of domestic corporations con-
trolled by foreign persons increased from $459 bil-
lion for 1984 to $687 billion for 1987, a 50 percent
increase using current dollars . (Adjusting for infla-
tion through the use of the Gross National Product
Implicit Price Deflator, these receipts increased by
36 percent [11 ] .) In comparison, worldwide receipts
reported on all U .S . corporation income tax returns
grewfrom $7 .9trillion for 1984 to $9 .6 trillion for 1987,
a 22 percent increase (in current dollars) over Ing
same time period . As a result of the rapid growth
rate of foreign-controlled domestic corporations,
their share of the receipts reported on all corporate
returns increased from 5 .9 percent for 1984 to 7.2
percent for 1987 .

The growth of foreign-controlled domestic cor-
porations can also be measured from the early
1970's . For 1971, these companies had $39 billion
of worldwide receipts, just 2.1 percent of the $1 .9
trillion reported for all corporations, For 1987, this
percentage had grown to 7.2 percent.

Total assets of domestic corporations controlled
by a foreign person grew at an even faster rate than
that for receipts. Between 1984 and 1987, their
assets increased from $553 billion to $959 billion, a
74 percent increase . During this period, their share
of the assets reported on all U .S . corporation income

tax returns grew from 5 .0 percent to 6 .3 percent . For
1971, these companies had reported $37 billion of
assets, just 1 .3 percent of the total .

Figure B also shows the more rapid growth oi
foreign-controlled domestic corporations as com-
pared to U .S .-controlled domestic companies .
During the period 1979 to 1987, the assets and
receipts of the foreign-controlled companies grew
more than three times faster than those of other
domestic corporations .

The number of returns of foreign-controlled
domestic corporations jumped to nearly 45,000 for
1987, after remaining relatively constant at roughly
37,000 for the 3 previous .years [12] . However,
despite the 1987 increase, returns of these com-
panies comprised a constant percentage of all U .S,
corporation income tax returns, about 1 .2 percent for
the 1984-1987 period .

It should be noted that foreign-controlled domes-
tic corporations are considerably larger, on average,
than other companies . Using 1987 data, while these
companies accounted for only 1 .2 percent of the
total returns filed by corporations, they comprised
7.2 and 6.3 percent of the total receipts and assets,
respectively . Percentages for these three hems had
similar magnitudes for 1984 through 1986, as well as
back to 1971 (0.3, 2.1, and 1 .3 percent for number
of returns, total receipts, and total assets, respective-
ly) .

INDUSTRY CHARACTERISTICS

Foreign-controlled domestic corporations were
involved in every type of industrial activity, but were
concentrated mainly in two industrial divisions :
manufacturing and wholesale and retail trade (see
Table 1) [13] . For 1987, these two divisions ac-
counted for over 83 percent of the total receipts
reported by all domestic corporations owned by a

foreign person . By comparison, this percentage was
higher than that for all companies which filed U .S,
corporation income4ax returns. For these returns for
1987, the manufacturing and wholesale and retail
trade industrial divisions accounted for 62 percent of
the total receipts .

Domestic corporations controlled by a foreign
person were involved in the manufacture of many

different products. Table 1 A shows selected data for
those manufacturing industries which had $10 billion

Domestic Corporations Controlled by Foreign Persons, 1987

Figure,B
Growth of Domestic Corporations, 1979-1987
[All figures are estimates based on samples ]
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or more of total receipts for 1987 . Chemical
manufacturers had receipts totalling $55 billion for
1987 . This amount was a 36 percent increase over
that for 1986, and accounted for 21 percent of all
receipts for manufacturing industries . Companies
manufacturing petroleum and coal products (includ-
ing integrated operations) had another $54 billion of
total receipts . In terms of total receipts, other sig-
nificant manufacturing activities were electrical and
electronic equipment ($28 billion), food and kindred
products ($25 billion), nonelectrical machinery ($12
billion), primary metals ($12 billion), and fabricated
metal products ($11 billion) .

The manufacturing industrial division showed a
large increase in profits for 1987, with the combined
net income (less deficit) increasing from a net deficit
Of $600 million for 1986 to a not income of $5 .9 billionfor 1987 . Chemical and petroleum manufacturers
were primarily responsible for these increased
Profits, as shown in Table I A. Manufacturers of food
and kindred products, fabricated metal products,
and nonelectrical machinery also showed substan-
tially increased profits for 1987 .

183 %

Total Receipts

30 3

The wholesale and retail trade industrial division
had a 34 percent increase in total receipts for 1987,
amounting to $305 billion . Of this total, $218 billion
came from companies classified in the miscel-
laneous wholesale trade industry, which includes the
distribution of the following products :

Alocoholic beverages
Apparel, piece goods, and notions
Chemicals and allied products
Drugs, drug proprietaries, and druggists'
sundries
Electrical goods
Farm-product raw materials
Furniture and home furnishing s
Hardware, plumbing, and heating equipment
and supplies
Lumber and construction materials
Metals and minerals, except petroleum and
scrap
Motor vehicles and automotive equipment
Paper and paper products
Petroleum and petroleum product s
Sporting, recreational, photographic, and
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hobby goods, toys, and supplies
Other nondurable goods, except groceries
and related products
Other durable goods, except machinery,
equipment, and supplies

Many of these companies were U.S . distributors
of products made in foreign countries by their parent
corporations.

The comparative levels of assets and receipts of
foreign-owned companies primarily engaged in
wholesale and retail trade and those engaged in
finance, insurance and real estate differed sig-
nificantly . Trade companies produced large
amounts of receipts ($305 billion for 1987) with rela-
tively small amounts of assets ($131 billion) . Stated
another way, this amounted to $2.34 of receipts for

each dollar of assets . On the other hand, companies
involved in finance, insurance and real estate had
large amounts of assets ($371 billion for 1987), but
only $61 billion of receipts . These c6mpanies
produced less than $0 .17 of receipts for each dollar
of assets .

Foreign-controlled domestic corporations ac-
counted for 7 .2 percent of the $9.6 trillion of
worldwide receipts reported by all companies filing
U.S . income tax returns for 1987 . These companies
played important roles in certain industries, as
shown in Figure C . In particular, foreign-controlled
domestic corporations in the mining, wholesale and
retail trade, and manufacturing industrial divisions
accounted for 12 .3, 11 .0, and 8.5 percent, respec-
tively, of the receipts of all companies classified in
their divisions .

Figure C .-Domestic Corporations Controlled by a Foreign Person as a Percentage of All Corporations, Total Receipts, by
Selected Major Industry, 1984-1987
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There were two major industries (leather manufac-
turing and miscellaneous wholesale trade) in which
foreign-controlled domestic corporations produced
over 20 percent of the receipts for their industries .
The percentage in the leather manufacturing in-
dustry jumped from only 2 percent for 1984 to nearly
22 percent for 1987. By comparison, the percentage
for the miscellaneous wholesale trade industry was
substantial during the entire 1984-1987 period .

Domestic companies owned by a foreign person
comprised significant portions of several other in-
dustries for 1987. These included chemical
manufacturers (118 percent of total receipts), tobacco
manufacturers (17.6 percent), and wholesalers of
machinery, equipment, and supplies (117.6 percent) .

As Figure D shows, different industries can have
very different levels of profitability, as percentages of
their total receipts. For the 1983-1987 period,
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foreign-controlled domestic manufacturing com-
panies had profits that were 1 .7 percent of their total
receipts, while the percentages for trade companies
and finance and insurance corporations were 0 .7
and -0.3 percent, respectively . For each of the three
industry groups, other corporations had substantial-
ly higher prof it percentages than the foreign-control-
led companies.

COUNTRY CHARACTERISTICS

Domestic corporations are owned by persons
throughout the world . However, for 1987, owners
from the seven countries shown in Table 2 controlled
53 percent of the 44,862 domestic corporations con-
trolled by a foreign person . (The countries represent
the geographic location of the direct foreign owner's
country of residence, incorporation, organization,
creation, or administration . Because holding com-
panies located in other countries may directly own
the stock of U .S . affiliates, the country reported o n

I.

Figure D

Net Income (Less Deficit) as a Percentage of Total Receipts,
1983-198 7
[All figures are estimates based on samples]

Percentage

Wholesale and
retail trad e

Foreign Controlled Domestic Corporations

Other Corporations
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the tax return may not necessarily reflect the country
of the ultimate parent.) The 23,759 corporations
owned by persons from these seven countries ac-
counted for 78 and 75 percent of the total receipts
and assets, respectively, of all foreign-controlled
domestic corporations .

Domestic corporations controlled by persons
from Japan had worldwide receipts of $185 billion for
1987, an amount far larger than the receipts repre-
senting any other country . Japan also had the
largest amount of receipts for the 1983-1986; period .
Domestic corporations controlled by persons from
the United Kingdom had the second largest amount
of receipts during the 1983-1987 period.

The worldwide receipts of domestic corporations
controlled by a foreign person increased by 27 per-
cent between 1986 and 1987 . For corporations with
owners from the seven countries shown in Table 2,
the growth rates varied Widely. Corporations owned
by persons from the Netherlands Antilles showed
increases in total receipts of 61 percent. Percentage
increases for France (36 percent), Japan (33 per-
cent), Canada (28 percent), the United Kingdom (23
percent), and West Germany (18 percent) were close
to the 27-percent average for all countries . Corpora-
tions owned by persons from the Netherlands (8
percent) had smaller-than-average increases in
receipts for 1987 .

The percentage increases for countries over a
1 -year period can be very different from those for a
longer period of time, such as from 1984 to 1987.
Figure E illustrates the differences for the seven
countries previously discussed . For instance, while
the Netherlands Antilles had the largest 1 -year per-
centage increase, three other countries had larger
increases over the 1984-1987 period . One of these
countries, West Germany, had the largest percent-

Figure E .-Percentage Increases of Total Receipts of
Domestic Corporations Controlled by a Foreign Person, by
Selected Countries, 1984-1987
JAH figures are estimates based on samplasl

i.e

rest,
All countries . .. ... .. ... .. .. .. ... .. . ... .. ... .. ... .. .

age increase over the 3-year period, although its le
percent increase between 1986 and 1987 was less
than the average for all countries . e,

INDUSTRY AND COUNTRY COMBINATIONS

Figure F shows selected data items for th e
predominant industry-country combinations for
domestic corporations controlled by a foreign per.
son . This figure shows only those combinations in
which companies comprised $5 billion or more of
total receipts for 1987, in order of decreasing size of
receipts.

The 23 combinations shown in Figure F ac~
counted for nearly 50 percent of the $687 billion of
receipts generated by foreign-controlled domestic
corporations for 1987. One industry-country com-
bination, namely miscellaneous wholesalers owned
by Japanese persons, produced almost 20 percent
of the total receipts. This was far larger than any
other combination, with petroleum manufacturers
owned by persons from the Netherlands being the
second largest combination with 4 percent of the
total . Japanese miscellaneous wholesalers in-
creased their total receipts from $100 billion for 1986
to $136 billion for 1987, a 36 percent increase .

The 44,862 foreign-controlled domestic corpora-
tions had a total U .S . income tax liability after credits
of $4 .6 billion on their $687 billion of worldifiride
receipts, a 0.7 percentage . This percentage varied
among the 23 predominant industry-country com-
binations, ranging from a low of 0.03 percent for
electrical and electronic equipment manufacturers
owned by persons from the Netherlands, to a high

of 2.3 percent for tobacco manufacturers owned by
persons from the Uni ted Kingdom .

The 0.7 (or more specifically, 0.664) percentage
for foreign-controlled domestic corporations is
somewhat less than the average for other com-
panies . By comparison, for 1987, other domestic
corporations filing U.S . income tax returns reported
a total U .S . income tax liability of $80 billion after

credits on $7 .7 trillion of worldwide receipts, a 1 .041

percentage .

INCOME STATEMENT AND TAX ITEMS

Over 92 percent of the $687 billion in total receipt s

reported by domestic corporations controlled by 8

foreign person consisted of 'business receipts" (i
.e .,

receipts from sales and operations) . Interest inc0m8

Figure F-Domestic Corporations Controlled by a Foreign Person: Selected Items, by Selected Industry and Country
Combinations Ranked by Total Receipts, 1987
JAII i,guras am estimates based on fromPlies-infOrney amounts are in thousands of dollars]
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of$28 .2 billion accounted for an additional 4 percent
of the total, with banks producing the largest part
($11 .9 billion) . (Briefly, banking items such as fees,
commissions, trust department earnings, exchange
collections, discounts, and service charges were
included in business receipts . Interest, the principal
operating income of banks, is excluded from busi-
ness receipts .)

These same domestic companies claimed $681
billion in deductions for 1987 . Cost of sales and
operations was $482 billion, or 71 percent of the total
(14) . Interest paid ($36 billion, including $8 billion
paid Mostly to depositors by banks) and deprecia-
tion ($20 billion) accounted for 5 and 3 percent,
respectively, of the total deductions . The percent-
ages for interest paid and depreciation are very
similar to those for all corporations which filed U .S .
income tax returns (6 and 3 percent, respectively) .

For 1987, the percentage of cost of sales and
Operations to total receipts was considerably higher
for foreign-controlled domestic corporations whose
Principal business activity was trade than it was for
other trade companies (see Figure G) . For manufac-
turers, the Percentage for foreign-controlled domes-
tic corporations and other companies was veryclose.

Figure G.-Cost of Sales and Operations as a Percentage
of Total Receipts, 198 7
fAll figures are estimates based on samplel-money anhounts am in millions of dollars )
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The net income (less deficit) for foreign-controlled
domestic corporations was $5.6 billion for 1987, the
highest amount reported for recent years and con-
siderably different from the net negative amount of
$1 .5 billion reported for 1986, which was the lowest
amount reported for recent years [15] . Most of this
increased profit occurred in manufacturing . In par-
ticular, integrated petroleum manufacturers, as well
as manufacturers of chemicals, food, non-electrical
machinery, primary metals, and fabricated metal
products showed higher profits (as computed under
the Internal Revenue Code) for 1987 .
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The $5 .6 billion of net income (less deficit) was the
result of 18,466 corporations reporting $19.8 billion
of profits and 26,396 companies reporting $14.2
billion of deficits [16] . Thus, only 41 percent of the
domestic corporations with foreign owners reported
a profit for 1987. By comparison, 55 percent of all
corporations filing U .S. income tax returns for 1987
reported profits which totalled $465 billion . The
deficits for all corporations were $137 billion, result-
ing in a net income (less deficit) amount of $328
billion . The percentages of corporations reporting a
profit for 1987 were similar to those for the 1984-1 986
period (see Figure H) .

It is instructive to compare amounts of net income
(less deficit) and total income tax after credits to total
assets and receipts, for both foreign-controlled
domestic corporations and other domestic corpora-
tions . The four ratios shown in Figure I are all lower
for foreign-controlled domestic corporations than
the comparable ratios for other domestic com-
panies . Using total income tax after credits as the
numerator, as opposed to net income (less deficit),
produces a smaller difference between the ratios for
the two groups of companies . This reflects the fact
that while only 41 percent of foreign-controlled

Figure H
Percentage of Corporation Returns
[All figures are estimates based on samples]

domestic corporations reported not income, these
companies had significant amounts of profits, which
resulted in considerable amounts of tax after credits .
On the other hand, 59 percent of these companies
reported significant amounts of deficits, which could
be carried back or forward, under prescribed rules,
to reduce taxable income for other years .

The percentage of before-tax net income (less
deficit) compared to total assets is commonly
referred to as the rate of return on assets . For 1987,
foreign-controlled domestic corporations had a 0.58
percent rate of return as compared to a 1 .86 percent
rate for other domestic companies . Figure J shows
that a similar difference occurred for every year since
1981 . The rates may reflect certain transfer pricing
practices of foreign-controlled domestic corpora-
tions that buy goods and services from related per-
sons outside the United States . These practices
help determine the amounts of their expenses and,
as a result, their income [171 .

For 1987, profitable foreign-controlled domestic
corporations had $14.5 billion of "U .S . income sub-
ject to tax" (the base on which tax was computed),
resulting in tax before credits of $5 .7 billion [18) . The

Reporting Net Income, 1984-1987

All U .S . Corporation Income Tax Returns

Returns of Domestic Corporations Controlled by a Foreign Person

Figure I.-Comparative Rates of Net Income (Less Deficit)
and Taxes to Total Assets and Receipts, for Foreign-
Controlled and Other Domestic Corporations, 198 7
JAIJ figume are estimates based on samm-money amounts am 11 billions of dollars)
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difference between the $19.8 billion of profit (or net
income) and $14 .5 billion of income subject to tax
was the result of statutory special deductions .
These deductions were allowed most corporations
in computing their taxable income and were for "net
operating losses" from other years and deductions
for both intercorporate dividends received and for
dividends on certain preferred stock of public
utilities . See the "Explanation of Selected Terms"
section ofthis article for a discussion of not operating
losses.

Tax credits totalling $1 .1 billion reduced the U .S .
tax liability of foreign-owned domestic corporations
to $4 .6 billion for 1987 . The largest credits claimed
were $660 million of foreign tax credits and $381
million of general business credits. The other credits
were the U .S . possessions tax credit ($73 million),
and small amounts of orphan drug and nonconven-
tional source fuel credits . The $4.6 billion of total U .S
income tax after credits represents the tax liability as
reported by taxpayers. However, it does not include
any changes made by taxpayers through amended
returns or by the IRS as a result of audit examination .

SUMMARY

Direct foreign investment in the United State s
through corporations continued to grow at a relative-
ly fast rate for 1987 . While worldwide receipts
reported on all U .S. corporation income tax returns
increased by 10.5 percent (using current dollars) for
1987, receipts of domestic corporations controlled
by foreign persons increased by 26 .6 percent.

Forei gn -controlled domestic corporations
generated approximately 83 percent of their tota l

Figure J
Rate of Return on Assets, 1981-1987
[All figures are estimates based on samples ]
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receipts from two industrial divisions : manufacturing
and trade . From a country perspective, domestic
corporations controlled by persons from Japen had
worldwide receipts of $185 billion, 27 pement of the
total .- More specifically, miscellaneous wholesalers
with Japanese owners had receipts of $136 billion
for 1987, which accounted for nearly 20 percent of
the total .

The profitability of foreign-controlled domestic
corporations increased significantly for Tax Year
1987 . The net income (loss deficit) amount for these
companies was $5 .6 billion for that year, the highest
amount reported for recent years, as compared to a
net negative amount of $1 .5 billion reported for 1986,
which was the lowest amount of recent years .
Manufacturing companies accounted for most of the
increased profits .

EXPLANATION OF SELECTED TERMS

Attribution niles.-In regard to domestic corpora-
tions that are 50 percent or more owned by a foreign
.person," these rules provide that an individual shall
be considered as owning the stock of a corporation
that is owned, directly or indirectly, by or for his or
her family. The family of an individual includes his or
her spouse, brothers and sisters, ancestors, and
lineal descendants . For more information on these
rules, see section 267(c) of the Internal Revenue
Code. However, If a corporation is owned by two or
more unrelated persons, neither of whom owned 50
percent or more of the corporation, then that cor-
poration was excluded from the statistics even
though, together, the persons may have met the 50
percent ownership criterion .

Foreign person.-A foreign person (or entity) is
defined as a person other than a U.S . person . A U .&
person includes : (1) a citizen or resident of the
United States, (2) a domestic partnership, (3) a
domestic corporation, and (4) any estate or trust
(other than a foreign estate or trust) . Section 7701
of the Internal Revenue Code further defines the term
U.S . person .

Net income (or deficit)-This is the difference be-
tween gross receipts and the ordinary and neces-
sary business deductions allowed by the Internal
Revenue Code. It reflects not only actual receipts
but "constructive" receipts as well . interest from
State and local Government obligations is excluded
from this Item. Because certain statutory special

deductions, including the net operating loss deduc .
tion, were allowed most corporations in Computing
their income subject to tax, the statistics for not
income are generally larger than the amounts shown
for "U .S. income subject to tax," i .e ., the base on
which tax was computed. See also the discussion
of the "Net Operating Loss Deduction" in this section
of the article .

Net operating loss deduction.-A statutory net
operating loss (NOL) for a given tax year can be
carried back over a 3-year period to reduce the
taxable income of those years, and any amount of
the NOL not offset against income during that time
could be carried forward against income for a period
not exceeding 15 years . The amount of NOLD in.
cluded in this study, however, consists only of losses
from prior years actually used to reduce taxable
income for the current (1987) tax year . Losses in-
curred after the 1987 Tax Year and carried back to
that year at a later date could not be reported on the
tax returns used for this article . Not operating losses
on which the 1967 deduction was based include: (1)
the excess of ordinary and necessary business ex-
penses over income in previous loss years, and (2)
statutory special deductions claimed in a loss year
for dividends received and for dividends paid on
certain preferred stock of public utilities (or any
excess of such deductions over net income) .

Other domestic corporations. -Data shown in this
article for these companies come from Forms 11 20,
11 20A, 1 1 20L, and 11 20PC (stock companies) . The
following forms were excluded : 11 20S, 11 20F, 1 1 20-
IC-DISC, 1120-FSC, 1120-RIC, 1120-REIT, and
1120PC (mutual companies) .

Rate of. return on assets .-For domestic corpora,
tions, this is the amount of beiore4ax not income
(less deficit) calculated for U.S . tax purposes ex-
pressed as a percentage of total assets .

DATA SOURCES AND LIMITATIONS

Sampl e

The statistics for domestic corporations controlled
by a foreign person shown in this article are based
primarily on samples of Forms 11 20 (U .S. Corpora-

tion Income Tax Return) . In addition to this form, the 4

1987 statistics include data from Forms 11 20L (U,S . -

Life insurance Company income Tax Return), as we

as from small numbers of Forms 1120-IC-DISO (in-

terest Charge Domestic International Sales COrpOrs .'

tion Return), Form' 1120-R'C (U .S. Income Tax
Return for Regulated Investment Companies), and
Forms 1120-REIT (U .S . Income Tax Return for Real
Estate Investment Trusts),

Form 1120 samples were stratified based on the
size of total assets and net income (or deficit) and
the business activity . For 1987, the Form 1120
achieved sampling rates ranged from 0 .0035 percent
to 100 percent .

Because the data presented in this article are
estimates based on samples, they are subject to
sampling error. To properly use these data, the
magnitude of the sampling error should be known .
Coefficients of variation (CV's) are used to measure
that magnitude . For a general discussion of CV's,
see the Appendix to this publication . For a more
detailed discussion of CV's for 1987, see Statistics
ofincome-Corporation income Tax Returns for 1987 .

NONSAMPLING LIMITATION S

Most of the data in this article relate to Tax Year
1987. However, the estimates cover returns with
accounting periods that ended in a 12 month span
beginning in July and ending in June . Thus, for Tax
Year 1987, the span was between July 1987 and
June 1988. As a result of the 12 month span for
ending accounting periods, the statistics for each
year shown in this article include income received or
expenses incurred during a 23 month span . For Tax
Year 1987, that span was from August 1986 through
June 1988.

Each return used for the studies described in this
article had an industry code reported or assigned
during statistical processing . This code was used
as a classifier of the returns, as shown in Tables 1and 1 A of this article. The industry code represented
the principal business activity (i .e., the activity which
accounted for the largest portion of total receipts) of
the corporation filing the return, However, a given
return may have been for a company engaged in
several business activities or may have been a con-
80liclated return filed for an affiliated group of cor-
Porations which conducted different businessactivities

. To the extent that some consolidated (and
nonconsolidated) corporations were engaged in
many types of business activities, the data in this
article are not entirely related to the industrial activity
under which they are shown .

Each return used for the statistics described in this
article also had a foreign country code assigned
during statistical processing, which identified the
owner's country . For individuals, it was the owner's
country of residence. For all others, it was the
country where the foreign entity was incorporated,
organized, created, or administered . The code was
used as a classifier of the returns shown in Table 2 .
To the extent that a holding company or other af-
filiated entity was part of a chain between a U .S .
subsidiary company and the ultimate parent, the
data are not entirely related to the foreign country
under which they are shown.

Returns were selected for this study based on
taxpayers' responses to a question on the Form
1120 which asks whether "a person other than a
U .S . person" owned, directly or indirectly, 50 percent
or more of the filing corporation's voting stock . Cer-
tain taxpayers incorrectly answered this question
"yes" when a U,S . person other than an individual
(such as a U .S . corporation) was the owner. (See
the definition of a foreign person in the "Explanation
of Selected Terms" section of this article.) These
reporting errors were primarily made ' by corporations
with small amounts of assets and income . As a result
of these errors, it is estimated that the number of
returns may be overstated by 5 to 10 percent, how-
ever, money amounts for balance sheet, income
statement and tax items are only minimally over-
stated . Additional research on the frequency of
these incorrect responses will be done for the 1988
study . In addition, the question on Form 1120 will
be changed to ask If any "foreign person" owned,
directly or indirectly, 50 percent or more of the filing
corporation's voting stock .

FOOTNOTES

ill For purposes of this article, "control" is defined
as ownership by any foreign person (i .e ., an
individual, partnership, corporation, estate or
trust), directly or indirectly, of 50 percent or
more of a U.S . corporation's voting stock at
the end of the tax year . For rules of attribution,
see the "Explanation of Selected Terms" sec-
tion of this article and section 267(c) of the
Internal Revenue Code .

[2] Portfolio investment is different from direct
investment in that there is no control of the
management of the enterprise, except to the
extent, for example, of rights to vote peri-
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oclically in stockholder meetings of corpora-
tions . The portfolio investor has a minimal
interest in a company, and is primarily seeking
di,Adend payments or an increase in the value
of the shares of stock .

(31 The Bureau of Economic Analysis of the U .S.
Department of Commerce publishes data on
foreign direct investment in the United States
in the Survey of Current Business . See Herr,
Ellen M., "U .S . Business Enterprises Acquired
or Established by Foreign Direct Investors in
1987," Volume 68, Number 5, May 1988 ;
Howenstine, Ned G., "U .S . Affiliates of Foreign
Companies : 1987 Benchmark Survey
Results," Volume 69, Number 7, July 1989 ; and
"Foreign Direct Investment in the United
States : Detail for Position and Balance of Pay-
ment Flows, 1987," Volume 68, Number 8,
August 1988.

17)

[81

[91

ment companies and real estate investment
trusts were only taxed on income that was not
distributed to their shareholders ,

For a more complete discussion of taxable
income, see Statistics of Income--1987, Cor .
potation Income Tax Returns .

[4] Sections 7701(a)(4) and (5) of the Internal
Revenue Code defined a domestic corpora-
tion as one created or organized in the United
States or under the laws of the United States
or any State . A foreign corporation was one
which was not domestic.

[51 Information on ownership levels was asked by
questions on the corporation income tax
return which requested the owner's name,
country and percentage of voting stock owned
when any foreign individual, partnership, cor-
poration, estate or trust owned, directly or
indirectly, 50 percent or more of the
corporation's voting stock at the end of the tax
year.

[61 Interest Charge Domestic International Sales
Corporations (beginning in 1985) were not
subject to U.S . taxation . Instead, the stock-
holders of these companies were subject to
taxation when profits from these companies
were distributed or deemed to be distributed
to them . In addition, "S" Corporations were
generally not taxed on their income, but rather
passed the income on to their stockholders for
taxation purposes. Finally, regulated invest-

Foreign tax credits are claimed by only a small
percentage of corporations . For 1987, 1 .1
percent of foreign-controlled domestic coT.
porations claimed this credit . The most recent
detailed information on corporate foreign tax
credits will be discussed in an article to appear
in the Fall 1990 issue of the Statistics of Income
Bulletin .

For a more detailed discussion of the Tax
Reform Act of 1986, see Statistics of Income -
Corporation Income TaK Returns for 1986 and
1987.

[10j For detailed information on U .S.-source
dividends (and certain other types of income)
paid to foreign persons, see Flaherty, Marilyn
J ., "Foreign Recipients of U.S . Income, and Tax
Withheld, 1987," Statistics of Income Bulletin,
Winter 1989-90, Volume 9, Number 3 .

1111 The source of the GNP Implicit Price Deflator
is the Survey of Current Business, Bureau of
Economic Analysis, U.S . Department of Corn-
merce .

112) The increase in the number of returns for 1967
may be a reflection of additional incentives for
foreigners to purchase U .S, companies,
provided by the Tax Reform Act of 1986. See
Scholes, Myron and Wolfson, Mark, "The Ef-
fects of Changes in Tax Laws on Corporate
Reorganization Activity," NBER Working P8Pet
No. 3095, National Bureau of Economic Re-
search .

[13] See the "Data Sources and Limitations" sec-
tion of this article for a discussion of hoW
returns are industry coded during statistical
processing,

[141

[151
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The Tax Reform Act of 1 986 enacted Internal
Revenue Code section 1059A, which limits the
cost of property imported (directly or indirect-
ly) into the United States by a U .S, taxpayer
from a related person to the cost used for
customs valuation purposes . Section 1059A
became effective for transactions entered into
after March 18, 1986.

For statistical purposes, not income (less
deficit) is the difference between "modified"
total receipts and total deductions . The $687
billion of total receipts for 1987 is modified as
follows : (1) tax-exempt interest from State and
local Government obligations is subtracted
and (2) "constructive' receipts are added .
Constructive receipts are the sum of the fol-
lowing types of taxable Income from related
foreign corporations : (1) includable income
from Controlled Foreign Corporations, and (2)
foreign dividend income resulting from foreign
taxes deemed paid. Net income (less deficit)

31 3

should also be distinguished from taxable in-

come (i .e ., "U .S . income subject to taie') . Be-
cause certain statutory special deductions,

including the net operating loss deduction,
were allowed most companies in computing

their taxable income, the statistics for not in-
come are generally larger than the amounts

shown for taxable income .

[16) The 26,396 companies reporting a deficit in-
clude a small number of "breakeven" com-
panies, i .e ., those whose receipts and
deductions were equal.

[17) See Dworin, Lowell, 'Transfer Pricing Issues,"
to be published in the National Tax Journal .

[18] The $5 .7 billion of total income tax before
credits includes an alternative minimum tax
($143 million), a tax from recomputing prior-
year investment credits ($37 million), and an
environmental tax ($17 million), I.



--.- _uitpurations liontrolled by Foreign Persons, 198 7

Table 11-Selected Items, by Industrial Division, 1984-1987
JAII figures am estimates based on samplon-money amounts am in thousands of dollar.]
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Table IA .-Manufacturing : Selected Items, 1984-198 7
[All ngums am estimates owed on samplea-money amounts are in thousands of dollaral
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Table 2-Selected Items, by Selected Countries, 1984-1987
(All figures am estimates based on samplea-money amo-ts are in thousands of dollars)
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Foreign corporations with income
"effectively connected" with a U .S . trade or
business are taxed on that income in a manner
similar to the tax treatment of a U .S .
corporation . The United States also taxes
income derived from investments in the United
States that is not effectively connected with a
U .S . trade or business . This income is usually

taxed at 30 percent . A lower withholding rate
may apply if the country of incorporation has a
tax treaty with the United States . (See Section
11 of this compendium for additional Information
about withholding taxes . )

Information for 1984 and 1985 are contained
in Section 6 with information pertaining to
domestic corporations primarily owned by a
foreign entity. Data for 1986 and 1987 are
contained in the article and tables listed
above .

A foreign corporation with effectively
connected income or income from U .S . investment
from a U .S . trade or business must file a
special corporate tax return, the Form 1120F .
The information contained in thi s section
represents Forms 112OF that had income ,and
deduction items effectively connected with U .S .
trade or business activities . Some of these
returns may also have contained amounts of
investment income from U .S . sources . The reader
Is referred to Section 15 for a copy of this tax
form .

Form 1120F, U .S . Income Tax Return of a
Foreign Corporation, and Instructions (p . 468)
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Foreign uorporations witn income 1--TTectiveiy
Connected with a U.S. Business, 1987

By James R . Hobbs* I

For 1987, 10,500 'foreign, corporations (i .e., those in-
corporated abroad) reported $61 billion of receipts
generated from activities 'effectively connected' with a
U .S. trade or business. Overall, these companies
reported a net deficit of $162 million from these activities .
Only 3,3oo of these companies reported a profit, totalling

$2 .2 billion . This resulted in $589 million of tax (referred
to as the 'Section 11' tax in this article), after the reduction
of credits and the addition of small amounts of tax from
recomputing prior-year investment credits 111 .

FOREIGN OPERATIONS IN THE UNITED
STATE S

Foreign 'persons' can establish business operations in
the United States through several forms, including cor-
porations, partnerships, and joint ventures. In regard to
corporations, foreigners can either gain control of an
existing U .S. company, create a new U .S . company, or
operate in the United States as a branch of a foreign
company . This article focuses on the latter [2] .

There are several factors involved in the decision of a
foreign investor to operate in the United States through
either a domestic, or 'foreign' corporation [3] . The U .S .
tax structure is one of these factors and it is discussed
next in this article for foreign corporations operating in the
United States .

Foreign corporations are taxed on income effectively
connected with a U.S. trade or business in a manner
similar to that used to tax the income of domestic corpora-
tions. This tax is referred to as 'Section III tax on Form
1120F, U .S . Income Tax Return of a Foreign Corporation .
To determine the taxable income, gross income that is
effectively connected with a U .S . trade or business is
reduced by allowable deductions to the extent that such
deductions are related to this income [5] . The same tax
rates, tax methods, and credits used to reduce tax liability
are avallable to both foreign and domestic corporations .

The Tax Reform Act of 1986 changed the regular cor-
porate tax rates, effective July 1, 1987 [6] . For the period
before this date, the rates were as follows :

Taxabig income Tax rate

$25,000 or less . . . . . . . . . . . 15%
$25,001 to $50,000 . . . . . . . . 18%
$50,001 to $75,000 . . . . . . . . 30%
$75,001 to $100,000 . . . . . . . 40%
Over$100,000 . . . . . . . . . . . . 46%

If a corporation's taxable income exceeded $1 million,
then the corporation was liable for an additional tax equal
to the lesser of (a) 5 percent of the taxable income over
$1 million, or (b) $20,250 .

U .S . TAXATIO N

Foreign corporations are those that are incorporated
abroad . Thus, they are not created or organized in the
United States, or under the laws of the United States or
any of its States. These corporations are, however, sub-
ject to U .S . income tax on income effectively connected'
with the conduct of a U .S . trade or business, as well as on
income from U .S . sources that is not effectively con-
nected. There are two methods of taxation that apply,
depending on whether or not the income is considered to
be effectively connected with a trade or business in the
United States [4] .

For the period beginning on July 1, 1987 and continu-
ing thereafter, the corporate tax rates were changed to :

Taxable income Tax rate

$50,000 or less . . . . . . . . . . . 15%
$50,001 to $75,000 . . . . . . . . 25%
Over $75,000 . . . . . . . . . . . . . 34 %

If a corporation's taxable income exceeds $100,000,
then the corporation is liable for an additional tax equal to
the lesser of (a) 5 percent of the taxable income over
$100,000, or (b) $11,750.

*Ass
-'stantChief Foreign Statistics Branch. Prepared under the direction of Daniel Skelly, Chief, ForeignStatistics Branch . ' 31 9
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For accounting periods that included July 1, 1987,
taxable income was subjected to both the old and new tax
rates, with the resulting tax determined based on a prora-
tion of the number of days in the accounting period that
fell before and after July 1, Because the statistics for 1987
shown in this article represent corporate returns with
accounting periods that ended between July 1987 and
June 1988 (and, thus, began as early as August 1986 for
a 12-month period), the income tax amounts were calcu-
lated based on a mix of both the old and revised tax rates .

The 1986 Act also repealed the alternative tax an capi-
tal gains beginning July 1, 1987 . Previously, companies
with net long-term capital gains could elect to use an
afternative method of tax computation K it produced a
lower amount of tax than under the regular method .
Under the alternative method, net long-term capital gains
were taxed separately at a rate of 28 percent (34 percent
for the Period January 1, 1987, to July 1, 1987) . The
remainder of taxable income was then taxed at the regular
rates . Under the 1986 Act, corporate long-term capital
gains are taxed as ordinary income ; there is no alternative
tax computation for capital gains (71 .

Credits could be used to reduce the 'Section It' tax
calculated under either the regular or aftemative methods.
These credits included, for Tax Year 1987, the foreign tax
credit and the general business credit, The Tax Reform
Act of 1 986 made certain changes to the credits available
to corporations . In addition to the regular or alternative
tax after credits, a foreign corporation's 'Section 11' tax
could include a tax from recomputing prior-year invest-
ment credits.

Fixed or determinable annual or periodic income from
U .S . sources, such as interest, dividends, rents, royalties,
annuities, and certain gains (such as from the sale or
exchange of patents and copyrights) may or may not be
effectively connected income (8] . This is determined on
the basis of whether the income is from assets used in the
conduct of a U .S . trade or business and whether the
activities of the U.S. trade or business are a principal factor
in producing the income.

A foreign corporation that disposes of U.S. real proper-
ty interests must treat the gain or loss as effectively con-
nected income, even if the corporation is not otherwise
engaged in a U.S. trade or business, In addition, a foreign
corporation could elect to treat certain income from U.S.
real property as effectively connected income, even H it
otherwise would not have been considered to be this type
of income . Included were certain gross rents, royalties,
and gains . This election permitted the corporation to
apply deductions against this gross income. For 1987,

over 60 percent of foreign corporations with U .S . effective.
ly connected income were classified as real estate corn.
panies . This is discussed in more detail later in this article .

Certain typ~s of foreign-source income were also con.
sidered to be U.S. effectively connected income. For
instance, interest received by a foreign bank from sources
outside the United States was treated as effectively con .
nected with the conduct of a U.S. trade or business U the
bank had an office in the United States to which the
income was attributable and if the interest was derived
from banking activities in the United States. Because
foreign income taxes were imposed on such interest,
banks accounted for nearly all of the total foreign tax credit
claimed by foreign corporations with U.S. effectively con.
nected income for 1987.

As mentioned previously, foreign corporations were
also taxed on U .S . -source income that was not effectively
connected with the conduct of a U .S . trade or business,
(This tax is referred to as 'Section 11 tax on Form 1120F .)
This income included certain amounts of investment in .
come, such as interest, dividends, rents, royalties, an .
nuities, and gains from the sale or exchange of certain
property (including patents, copyrights, timber and coal) .
Gross income in these categories was taxed at a rate of
30 percent unlessthe rate had been reduced asthe result
of a tax treaty between the United States and the foreign
company's country of incorporation (9] .

Basically, then, a foreign corporation's total U .S. tax
was the sum of (1) the tax on income effectively connected
with the conduct of a U.S. trade or business ('Section It'
tax) and (2) the tax on U.S.-source income that was not
effectively connected CSection V tax) 1101 . It could also
include (1) an alternative minimum tax, (2) an environmen-
tal tax, (3) a Personal Holding Company tax, and (4)
branch profits and branch-level interest taxes. The en-
vironmentaltaxwas authorized by the Superfund Amend-
ments and Reauthorization Act of 1986 . (Fhestaligticsfor
'Total U .S . Income TW shown in this article include all of
the above taxes, except for the "Section P tax, which is
shown separately .)

The transfer of profits from a U .S . branch of a foreign

corporation back to its main office in a foreign country was
generally not subject to U .S . income tax. However, it the
foreign corporation later distributed these Profits as
dividends and 50 percent or more of its gross income
(over a 3-year period) was attributable to effectively con'
nected income from its U.S. branch, then a portion of the

distribution could become subject to a U.S. withholding

tax of 30 percent. In addition, while interest paid by a U.S.

branch of a foreign corporation to foreign creditors could

. V . Vali" ~. . V .. -." . _- -t- . -

be a tax deduction in calculating effectively connected
taxable income, this interest could also be subject to a

U .S . withholding tax similar to that described for
dividends . These second-level withholding taxes' could
be reduced or eliminated by U.S. income tax treaties with
other countries,

The Tax Reform Act of 1986 replaced the second-level
withholding taxes' with 'branch profits and branch-level
interest taxes,' subject to modification or elimination by
tax treaties . For tax years beginning after 1986, the U .S .
branch of a foreign corporation could be subject to a
3[)-percent tax On amounts considered to be a 'dividend
equivatent* and on certain 'excess interest' deductions
used in calculating effectively connected taxable income .
Dividend equivalent is the branch's effectively connected
earnings and profits for the year, reduced (or increased)
by the amount of increase (or decrease) in the branch's
U.S . net equity position during the tax year. Section BM
of the internal Revenue Code specifies the branch profits
and branch-level interest taxes ,

Only data for the 10,478 foreign corporations which
had income effectively connected with a U.S. trade or
business for 1987 are included in this article, Foreign
corporations with only U .S .-source investment income
(i.e ., income not effectively connected with a U.S. trade or
business) are therefore excluded.

GROWTH OF FOREIGN CORPORATION S

The activity of foreign corporations in the United States
has grown at a rapid pace . Total receipts of these cor-
Porations from activities effectively connected with a U .S .
trade or business grew from $21 Mi lion for 1983 to $61
billion for 1987, a 193 percent increase, using current
dollars . This growth rate was notably higher than the 34
percent increase for all U .S . corporation income tax
returns (see Figure A) . It should be noted that total
receipts for domestic corporations includes income from
both domestic and foreign activities . Generally, it also
includes investment-type income, such as interest and
dividends not directly connected with a business activity .
The amount of U,S. source, business-related income of
domestic corporations for 1983 through 1987 was not
Separately reported on the corporation income tax return
and

,
thus, not available for comparison to the U.S. effec-

tfVeIY connected income of foreign corporations.

As a result of the growth rate of foreign corporations
with U .S . effectively connected income, their share of the
receipts reported on all corporate returns increased from
0,29 percent for 19113 to 0 .64 percent for 1987 . While

01c I

Figure A.- Foreign Corporations with Income Effectively
Connected with a U.S . ausiness Compared with All
Corporations, 1983-1987
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these aggregate percentages are small, foreign corpora-
tions accounted for substantially larger portions of
receipts for specific industries, particularly banking. This
is discussed in the next section of this article .

INDUSTRY CHARACTERIS71CS

As can be seen in Figure B, the finance, insurance and
real estate industrial division accounted for most of the
business activity in the United States by foreign corpora-
tions . in fact, for 1987, this division accounted for 77
percent of the returns filed and 80 percent of the total
receipts resulting from trade or business effectively con-
nected with a U.S. activity.

The 6,367 foreign corporations involved in real estate
(61 percent of the totail) generated only $1 .5 billion (or 3
percent) of total receipts. This was an average of just
$240,000 per company . As a group, foreign real estate
companies reported a net deficit of $332 million for 1987 .
For every company that reported a profit (i .e., net income
for tax purposes), nearly three and one-half others
reported losses (see Figure C).
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Figure B
Foreign Corporations with In-
come Effectively Connected wit h
a U.S . Business, by Industry, 1987

Figure C .-Foreign Real Estate Companies with Income
Effectively Connected with a U.S. Business, 1986 and
1987
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Foreign banks in the United States reported receipts of
nearly $43 billion, or 70 percent of the total U .S . effectively
connected income. Nearly all ($37 billion) of this income
was interest. Only 286 banks, 3 percent of all the foreign
companies, generated these receipts for 1987 .

The $43 billion in receipts resulting from U.S. effectively
connected business operations represented 11 percent
of the worldwide receipts ($395 billion) reported on all U .S .
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corporation income tax returns with banking as their prin-
cipal business activity. (Refer back to the 'U .S . Taxation '

--section of this article for a discussion of foreign-source
interest received by foreign banks which is considered to
be U .S . effectively connected income.) The 1987 receipts
of foreign banks in the United States represented a 63
percent increase over the $26 billion reported for 1986.

Figure D compares foreign banks to all banks that filed
U .S . income tax returns for 1987. The amount of receipts
reported byforeign banks are those effectively connected
with a U .S . business, while receipts reported on all U .S .
income tax returns of banks represent worldwide ac-
tivities . Substantially less foreign banks reported profits
than did all of the banks, 38 percent compared to 68
percent. However, the 109 profitable foreign banks
averaged $15.5 million of net income, while the 8,309 total
profitable banks averaged only $2.5 million of net income.
Reflecting this information, the ratios of total U .S . income
tax before credits to total receipts were somewhat similar,
1 .3 percent compared to 1 .7 percent . After credits, the
difference in the ratios of tax to receipts narrowed to I -I
percent versus 1 .3 percent. U.S . banks had substantial
amounts of credits, particularly foreign tax credits .

The wholesale and retail trade industrial division was
second to finance, insurance and real estate in total
receipts, although it accounted for only 12 percent (or
$7 .5 billion) of the total receipts of all foreign corporations,
The Corresponding percentage for the finance, insurance
and real estate group was 80 . No other industrial diVislOn

represented more than 2.5 percent of the total (see Table
1).

Foreign Corporations with U .S . Operations, 1987

Figure D.-Foreign Banks with U .S . Effectively Connected Income Compared with All Banks that Filed U .S .
income Tax Returns, 1 91:1 7
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COUNTRY CHARACTERISTIC S

Neady three-fourths of the 10,478 foreign corporations
which reponed income effectively connected with a U.S .
trade or business for 1987 were incorporated in the ten
countries shown in Table 2 . These 7,592 companies also
accounted for 89 percent of the effectively connected
receipts of all foreign corporations operating a U.S . trade
or business .

Table 2 shows that nine of the ten countries with the
largest amountofU .S . effectively connected receiptswere
the same for 1986 and 1987. The only new country on
this list was Belgium, in the tenth position, which replaced
the Netherlands . Foreign corporations from Belgium ac-
counted for $1 billion of receipts from U.S. effectively
connected business activities.

The Netheriands Antilles had the largest number of
loreign-incOrporated U .S . businesses, totalling 4,375, or
nearly 42 percent of the total for 1987. However, these
corporations accounted for only 4 percent of the effective-
IY connected receipts of all foreign corporations. This
coincided with the fact that 3,422 of these corporations
were principally involved in real estate activities and
Produced only $870 million of receipts (see Table 3) . As

previously noted, foreign corporations involved in U .S .
real estate activities tended to report relatively small
amounts of receipts, as compared to those engaged in
other business activities .

,Japanese corporations produced the largest amount
($21 .3 billion) of U .S. effectively connected receipts for
1987. This was an increase of nearly 80 percent, up from
$11 .9 billion for 1986 . The majority of the receipts were
produced by banks . In fact, U .S . branches of 33
Japanese banks produced $20.8 billion of U .S . effectively
connected receipts for 1987 . These receipts accounted
for 98 percent of the receipts of the 394 Japariesef-Incor-
porated businesses operating in the United States .

Twenty of these 33 Japanese banks produced $661
million of taxable (net) income (i .e., 'U.S . income subject
to tace in the statistics) as a result of their U .S. effectively
connected business activities. (The other 13 banks
reported deficits and, as a result, had no taxable income .)
This U.S. taxable income resulted in $254 million of 'Sec-
tion III U.S. taxes, prior to credits . However, this amount
was reduced by $51 million of foreign tax credits and $1
million of general business credits . The $51 million rep-
resented over 97 percent of the total foreign tax credits
claimed by all foreign corporations with income effectively
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connected with a U.S. trade or business. The United
States allowed a foreign tax credit against income tax for
certain taxes paid or accrued to foreign countries . These
taxes were based on the corporation'sforeign-source
taxable income, certain types of which were considered
to be U .S. effectively connected income . (Seethesection
entitled 'U .S . Taxation!)

Canadian corporations produced the second largest
amount ($12 .6 billion) of U .S . effectively connected
receipts for 1987, a 174 percent increase over the 1986
amount of $4 .6 billion. Over 88 percent of these receipts
were from companies classified in the finance, insurance
and real estate industrial division . Banks and insurance
companies accounted for most of these receipts, with
$6.8 and $4 .0 billion, respectively .

INDUSTRY AND COUNTRY COMBINATIONS

Table 3 shows the 13 industry-country combinations
with the largest total receipts for 1987. Each of these
combinations had over $500 million of U .S . effectively
connected receipts. As a group, these 13 combinations
accounted for 80 percent of the $61 billion of total receipts
of foreign corporations with U.S. effectively connected
income .

Nine of the 13 industry-country combinations involve
foreign banks, from Japan ($20 .8 billion of receipts),
Canada ($6 .8 billion), Italy ($2.2 billion), West Germany
($2.0 billion), France ($2 .0 billion), United Kngdom ($1 .9
billion), Switzerland ($1 .2 billion), Belgium ($1 .1 billion),
and Australia ($550 million) . Two of the four remaining
combinations were miscellaneous' wholesalers from
Switzerland and Bermuda . Miscellaneous wholesale
trade included the distribution of the following items :

Alcoholic beverages
Apparel, piece goods, and notions
Chemicals and allied products
Drugs, drug proprietaries, and druggists'
sundries

Electrical goods
Farm-product raw materials
Furniture and home furnishings
Hardware, plumbing, and heating equipment and

supplies
Lumber and construction materials
Metals and minerals, except petroleum and scrap
Motor vehicles and automotive equipmen t
Paper and paper products
Petroleum and petroleum products
Sporting, recreational, photographic, and

hobby goods, toys, and supplies

Other nondurable goods, except groceries and
related products

Other durable goods, except machinery, equip .
ment, and supplies

The two remaining combinations were Canadian in .
surance companies and real estate companies from the
NethedandsAnfilles.

INCOME STATEMENT AND TAX ITEMS

For 19B7, the 10,478 foreign corporations reported
receipts totalling $61 billion from activities effectively con .
nected with a trade or business in the United States .
Business receipts amounted to $20 billion, while $38
billion of the total was interest income .

Collectively, foreign corporations claimed $61 billion in
deductions for 1987. Cost of sales and operations was
$12 billion . In conjunction with foreign banks producing
large amounts of receipts in the form of interest income,
they reported deductions for interest paid totalling $35
billion. This amount was 96 percent of the $37 billion of
total interest paid by all of the foreign corporations .

Foreign corporations realized an overall net deficit of
$162 million from their effectively connected activities.
This was the result of 3,306 corporations having $22
billion of profits and 7,172 companies that were without
profits, totalling $2.4 billion of clef

'
icits. (A small number of

these 7,172 companies were actually "breakeven' com-
panies with equal amounts of receipts and deductions.)
Thus, only 32 percent oftheforeign corporations reported
profits for 1987, as compared to 55 percent of all corpora-
tions filing U .S. tax returns . The percentages for 1986
were very similar to those for 1987, with only 32 percent
of the foreign corporations reporting profits, compared to
56 percent for all corporations . See Figure E for a com-
parison of the percentages of profitable companies for the
period 1983 to 1987 . As can be seen in this figure, the
percentage of profitable foreign corporations increased
somewhat over the 5-year period .

For 1987, the profitable foreign corporations had $1 .6
billion of income subject to U .S . tax from their effectiv*
connected activities with a U.S . trade or business. This
amount was after net operating loss deductions and Spa-

cial deductions, and resulted in a 'Section 11- tax Of $645
million before credits. Tax credits of $56 million reduced
this U .S . tax liability, with foreign tax credits of $53 million

accounting for most of the credits. With the addition Of
-

.
estsmall amounts of tax from recomputing prior year inv '

ment credits, 'Section III tax totalled $589 million. The

$589 million of tax represents less than 1 percent of the i
I

Foreign Corporations with U .S . Operations, 1987

Figure E
Percentage of Corporation Returns Reporting Net Income, 1983-1987

[All figures are estimates based on samples]

198 5

Tax Year

IM All U .S . Corporation Income Tax Return s

a Returns of Foreign Corporations with U .S . Effectively Connected Income

$61 billion of effectively connected total receipts
generated by foreign corporations.

Foreign corporations with effectively connected U .S .
trade and business income also incurred $31 million of
incometax on U .S .-source incomethat was noteffectively
connected with their U .S . operations (i.e ., 'Section I'tax),
aswell as $9 million of alternative minimum tax, $12 million
of branch profits and branch4evel interest taxes, and $4
million of environmental tax. None of the foreign corpora-
tions sampled for 1987 had any Personal Holding Com-
pany tax. (While 'Section I'tax is shown separately in the
statistics, the income on which it was based was not
tabulated.)

SUMMARY

Foreign operations in the United States through cor-
POrations continued to grow at a relatively fast rate for
1987. While total receipts reported on all U.S. corporation
lnc0m0 tax returns increased from 1986 to 1987 by 11
Percent (using current dollars), receipts of foreign cor-
Porations with U .S. effectively connected income grew by
40 Percent .

. ~
.

Foreign corporations with U .S . effectively connected
income were largely involved in finance, insurance and

32 5

real estate activities. For 1987, this division alone ac-
counted for 80 percent of the total receipts, with only 286
banks actually generating 70 percent of the $61 billion of
total receipts for all 10,478 foreign corporations.

Tax Year 1987 was not a very profitable yearforforeign
corporations with income effectively connected with a
U .S . trade or business . For 1987, only 32 percent of the
foreign corporations reported profits (as computed under
the tax code) . By comparison, 55 percent of all corpora-
tions filing U .S . tax returns reported profits for 1987 .

Japanese corporations accounted for $21 billion of the
total $61 billion of total receipts for all foreign corporations
with U .S . effectively connected income . This was the
largest amount of any country, with Canadian companies
placing second by producing nearly $13 billion of
receipts. The receipts of Japanese and Canadian com-
panies rose dramatically between 1986 and 1987 .

DATA SOURCES AND LIMITATION S

Sample
For foreign corporations with income effectively con-

nected with a U.S. trade or business, the statistics are
based primarily on samples of Forms 1120F (Return of a



, -v1911 torporation). In addition to this form, the statis-
tics include data from Form 1120L (U.S. Life Insurance
Company Income Tax Return) . Forms 1120L were filed
by foreign companies that carried on a life insurance
business in the United States. Thus, data for foreign
corpoftons with income effectively connected with a
U .S . trade or business could include information from
Forms 1120L 111) .

Form 11 20F samples were stratified based on the size
of total assets and the business activity, even though
balance sheet information was not actually tabulated from
Forms 1120F . The sampling rates sp4pcified for these
forms were either 20 percent or 100 percent, depending
on the size of total assets and the business activity . Forms
1120L were stratified based solely on the size of total
assets . The sample rates specified for these forms were
either 50 percent or 100 percent, depending an the size
of total assets.

Because the data presented inthis article are estimates
based on samples, they are subject to sampling error . To
property use the data, the magnitude ofthe sampling error
should be known. Coefficients of variation (CV's) are
used to measure that magnitude. For a general discus-
sion of CV's, see the Appendix to this publication . For a
more detailed discussion of Ws, see Statistics ofIncome
- 1987, Corporation Income TAK Returns .

Nonsampling Limitation s

Most of the data in this article relate to 1987, However,
for each tax year, the estimates cover returns with ac-
counting periods that ended in a 12-month span begin-
ning in July and ending in June. Thus, for Tax Year 1987,
the span covered dates ending between July 1987 and
June 1988.

Asa result of the 12-month span for ending accounting
periods, the statistics for each year shown in this article
include income received or expenses incurred during a
23-month span. For Tax Year 1987, that span was from
August 1986 through June 1988.

Each return used forthe studies described inthis article
was given an industry code during statistical processing.
This code was used as a classifier of the returns, as shown
in Tables I and 3 of the article. (Tables 2 and 3 are
classified by geographical area.) The industry code rep-
resented the principal business activity (i .e ., the activity
which accounted for the largest portion of total receipts)
of the corporation filing the return . However, a given
return may have been for a company engaged in several
business activities. (In general, foreign corporations

could not be members of affiliated groups eligible to be
included in consolidated returns .) To the extent that
some corporations were engaged in many types of busi .
ness activities, the data in this article are not entirely
related to the industrial activity under which they are
shown.

The income statement data for foreign corporations
shown in this article are only for those corporations which
had income effectively connected with a U .S, trade of
business. U .S .-source investment income (including in .
terest, dividends, rents, royalties, annuities, and other
fixed or determinable annual or periodic income) that was
not effectively connected with the conduct of a U.S. trade
or business is excluded from the data . The tax liability on
this U .S . source investment income is, however, shown
separately under the heading of 'Section 11 tax.

NOTES AND REFERENCES

[1) 'Section W tax Is based on a foreign corporation's
income effectively connected with the conduct of a
trade or business in the United States. The term
'Section III refers to the part of Form 1120F which
requires information on this income.

12) Also see Hobbs, James R., 'Domestic Corporations
Controlled by ForeIgn Persons, 19a7,- Statistics of h7-
come Bullefin, Summer 1990, Volume 10, Number 1 .

. 133 Sections 7701 (a) (4) and (5) of the Internal Revenue
Code define a domestic corporation as one created
or organized in the United States or under the laws
of the United States or any State . A foreign corpora-
tion is one which is not domestic.

(4] Section 864(c) ofthe Internal Revenue Code and the
related Internal Revenue Regulations describe tests
to be used in determining whether income is effec-
tively connected with a U.S. trade or business ,

151 Charitable contributions are deductible, subject toa
limitation, whether or not they are related to effec-
tiv0l connected income.

161 For a complete discussion of this Act, see IRS Pub-
lication 921, Explanation of the Tax Reform Act Of
1986 for Business. This Act is also discussed in
Statistics of Income - Corporation Income Tax
Returns, for 1986 and 1987 .

[7) The Tax Reform Act of 1986 created an afternative
minimum tax (AMT) . Capital gains of corporations
were included in the base of this tax (i .e ., the after-

native minimum taxable income) . The AMT became
effective for tax years beginning after December 31,
19M

(81 While capital gains that were considered to be effec-
tively connected with a U.S. trade or business were
taxable income, other U .S .-source capital gains
were exempt from the U.S. income tax.

For a list of tax treaties, see U .S . Department of the
Treasury, internal Revenue Service, Withho,'Jing of
Tax on Nonresident Aliens and Foreign Corpora-
tions, Publication 515 .

191

[101 Foreign corporations are also subject to a 4 percent
tax on one-half of their gross transportation income .
This income is derived from the transportation of
people or property that begins or ends in the United
States, or from leasing or renting vessels or aircraft
in such transportation. The tax is included in 'Sec-
tion I'lax .

[III For 1987, the statistics may also include data from a
small number of returns filed on Form 11 20-PC, U .S.
Property and Casualty Insurance Company Income
Tax Return . This form was new for Tax Year 1987.
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Table 1-Selected Income and Tax Items, by Industrial Division, 1986 and 1987
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Table 2-Selected Income and Tax Items, by Selected Country, 1986 and 1987
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contents

introduction, p . 33 1

.,U .S . Possessions Corporations, 1985,"
p . 333 .

Table I-Balartce Sheets, Income
Statements . and Distributions to
stockholders, by Selected Industry,
1985, p . 335 .

Table 2-Tax Benefits, Employment, and
Compensation of Employees of U -S -
Possessions Corporations, by Selected
Industry, 1985, p . 338 .

,U . S . Possessions Corporation Returns,

1987," p . 339 .

Table I-Balance Sheets, Income
Statements, and Distributions to
Stockholders, by Selected Industry,

1987, p . 345 .

Table 2-Tax Benefits, Employment, and

Compensation of Employees of U .S .

Possessions Corporations, by Selected

Industry, 1987, p . 34B .

Under Section 936 of the Internal Revenue
Code, a domestic corporation can elect to be
treated as a U .S . possessions corporation to
claim certain tax benefits . To qualify for
these benefits, a corporation must receive 80
percent or more of its gros s income from sour c es
within a U .S . possession and 75 percent or more
of its gross income from the active conduct of
trade or business within the U .S . possession .

Corporations that meet the percentage
criteria during the applicable period are

allowed a tax credit against their United States
Income tax liability . The applicable period is
the shorter of thirty-six months or the period
when the corporation actively conducted business
in a possession . The credit is limited to the
amount of tax attributable to possessions
business income and qualified possessions source
investment income . The majority of possessions
corporations are located in Puerto Rico and are
involved with manufacturing .

The corporations described above differ from
companies which are actually incorporated in a

U .S . possession . Corporations incorporated in a

U .S . pdssession are regarded as foreign

corporations for U .S . tax purposes . They are

subject to a withholding tax on certain U .S .

source investment income and are subject to
taxes on Income "effectively connected" with a

U .S . trade or business . However, the company

incorporated in a U .S . possession is not subject

to U .S . tax on foreign source income .

The reader is also referred to Section 15 of

this compendium for the forms and instructions
related to possessions corporations .

* Form 1120, U .S . Corporation Income Tax Return,
and Instructions (p . 459 )

Form 5712, Election to be Treated as a
Possessions Corporation Under Section 936, and

Instructions (p . 512 )

. Form 5735, Computation of Possessions
Corporation Tax Credit Allowed Under Section

936, and Instructions (p . 520 )

. Schedule P (Form 5735), Allocation of

Income and Expenses Under Section 936(h)(5), and

Instructions (p . 521)
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U .S . possession's Corporations, 198 5

A possessions corporation may take a
credit equal to that portion of its U .S . tax
attributable to income related to activity in
U .S . possessions . A possessions corporation

is a U .S . corporation that meets two

requirements . First, eighty percent or more

of the corporation's gross income for the
applicable period (generally, the three yearP
eriod immediately preceding the close of the
corporation,s taxable year) must be from

- Second,
5
ources within a U .S possessio n
sixty-five percent or more of the
corporation's gross income must be derived

from the active conduct of a trade or

business in a possession .

if these requirements are met, the
corporation may credit the portion of its
U .S . tax attributable to income from the
active conduct of a trade or business within
a U .S . possession and qualified possession
source investment income . Income from the
active conduct of a trade or business within
a U .S . possession includes income from the
sale of substantially al-1 of-the assets used
in the active conduct of a trade or business
within the possession . Qualified possession
source investment income *is income
attributable to investment In a possession of
funds derived from the active conduct of a
business in the same possession .

For more information about the rules
applicable to U .S . possessions corporations,
see Bradford, John J ., "U .S . Possessions
Corporations, 1987,11 Statistics gf Income
QuIletin, Summer 1991, Vol . 11 , No . 1, pp .
51-60 ; Hartzok, Jeff, "U .S . Possessions
Corporation Returns, 1983," Statistics of
Income Bulletin, Spring 1988, Vol . 7, No . 5,
pp . 55-64 .

. Table 1 contains financial data for the
594 possessions corporations that flied a
return for 1985, The data are classified by

the industry of the possessions corporation .

These 594 possessions corporations reported
assets of over $27 .7 billion . They had
taxable income of over $5 .3 billion and had a
pre-credit tax liability of nearly $2 .5

billion . The corporations utilized the
Possessions tax credit to reduce this
liability bX over $2 .4 billion to $22 .9

million .

The largest industry group was Chemical
and Allied Products, composed largely of drug
manufacturing companies . Of the 10 9

1i

possessions corporations manufacturing
chemicals and allied products, seventy-three
returns were filed by drug companies . These
returns accounted for about twelve percent of
the total number of returns filed . However,

drug companies claimed possession tax credits
of nearly $1 .1 billion, about forty-five
percent of the total amount of possession tax

credits taken . The second largest industry
group was companies manufacturing electrical

and electronic equipment . These companies
filed 104 returns, or eighteen of the total
number of returns filed . They claimed
possession tax credits of $455 .8 million,
about nineteen percent of the total
possessions tax credits claimed .

Table 2 contains data, classified by

selected manufacturing industries, showing
the tax benefits derived by possessions
corporations from the possessions tax credit,
employment in Puerto Rico and compensation of
Puerto Rican employees of possessions

corporations . These data are for the 365
possessions corporations for which Federal
unemployment insurance tax returns were
available for statistical processing for

1985 . These data were weighted to represent
those possessions corporations with
manufacturing operations in Puerto Rico . (Of

the 497 possessions corporations involved in
manufacturing, 459 had operations in Puerto
Rico .) Gross compensation includes total
wages and estimated employer paid non-payroll

costs . Compensation per worker is gross
compensation divided by the gross number of

workers . Benefits per worker measures the
tax benefits to possessions corporations from
the possessions tax credit and Is equal to

the reduction In U .S . tax liability divided

by the gross number of workers . These

amounts are compared to get the ratio of tax

benefits per worker over compensation per
worker . This ratio gives an indication of
the tax benefits that each corporation
received for each dollar spent on Puerto

Rican labor . For industries in which the

ratio is over 100, possessions corporations
received tax benefits in excess of the amount
that employees were compensated . overall,

the ratio was 134.6 for 1985 (i .e . . tax
benefits from the possessions tax credit

exceeded compensation for Puerto- Rican
employees by about thirty-five percent) .

Most industry groups had ratios below 100 .
However, a few significant industries,
particularly certain industries in the
Chemicals and Allied Products industry

333
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group, received tax benefits that were
greater than compensation provided by the
Possessions corporations to their Puerto
Rican employees .

U.S . Possessions Corporation Returns, 1985 335

~-Ail Returns of Active U.S . Possessions Corporations: Balance Sheets, Income Statements, Tax, and Distributions
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Table 11-All Returns of Active U.S . Possessions Corporations : Balance Sheets, Income Statements, Tax, and Distribut lto Stockholders, by Selected Industry-Continued Or'll,
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U.S . Possessions Corporation Returns, 1985
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U .S . possessions Corporation Returns, 1987

Sy John J . Bradford *

U .S. corporations are allowed a credit for the full

amount of U.S . tax liability on certain income derived from

sources in the U.S. possessions. For 1987, approximately

$2.8 billion was claimed as possessions tax credit on U.S.

corporate income tax returns . This amount was more than

14 percent greaterthan the 1985amount . Therewere516

active possessions corporations for 1987, representing a

decrease of 13 percent from 1985, the most recent prior
year for which statistics were compiled.

The vast majority of possessions corporations con-
ducted business in Puerto Rico . For 1987, nearly 97
percent of all U .S . possessions corporations operated in
Puerto Rico and virtually all of the total possessions tax
credit was claimed by these companies . Figure A shows
the number of corporations reporting business activity in
each possession [ 11 .

FigureA
Possessions Corporations Filing a Form 5735 In
Support of Possessions Tax Credit Claimed,
198 7
[money amounts are in thousands of dollars ]

U S . Possession Number of
corporations

Possessions
tour credit

Total . ... ... .. ... .. ... ... .. .. ....

Puerto Rico ... ... ... .. ... .. .. ... .. ..

U S Virgin islands .. .. ... .. ... ..

Guam .

Othe . . ... ... ... ... ... ... .. .. .. ... .. ... ..

442
428

3

8
3

$2,775,463
2,754,054

2,885
5,705

12,820

As in past years, manufacturing companies claimed the
bulk of the credit. These corporations represented 419 of
the 516 possessions corporations . For 1987, almost 97
Percent of the total possessions tax credit was claimed by
manufacturers. Corporations in the chemicals and allied

products industry claimed the largest share, almost 57
percent, though they represented only 18 percent of all
possessions corporations ,

BACKGROUND

The main elements of the possessions corporation
system of taxation were adopted with the Revenue Act of
1921 . These provisions were enacted primarily to help
U .S . corporations compete with foreign firms in the Philip-
pines, whichwas a U.S. possession until 1946. An exemp-
tion from taxation on all income derived from sources
outside the United States was granted to those corpora-
tions which met two gross income tests . First, the cor-
poration had to derive at least 80 percent of its gross
income from U .S . possessions. Second, 50 percent or
more of the corporation's gross income had to come from
the active conduct of trade or business in these posses-
sions. For a corporation to qualify for this exemption,
these conditions had to be met on an aggregate basis for
the year of the exemption and the previous 2 years .

The Tax Reform Act of 1976 created a new section 936
of the Internal Revenue Code for the possessions cor-
poration system of taxation . The new section significantly
modified the previous provisions . Before the changes, a
possessions corporation was allowed an exemption from
U .S . taxation on a/1 income derived from sources outside
the United States. The 1976 Act granted a tax credit only
on (1) income from the active conduct of trade or business
in a possession and (2) 'qualified possessions source
investment income (see "Explanations of Selected
Terms") ." This new statute was enacted entirely for the
benefit of Puerto Rico [2] .

The Tax Equity and Fiscal Responsibility Act of 1982
(TEFRA) significa%ly altered the manner of determinin g

*Foreign Re-turns Analysis Section. Prepared under the direction of Chris Carson, Chief . 339

11
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the taxable income of a possessions corporation by ad- possessions credit is claimed . In general, the term .
ding a new subsection (h) to section 936 . This subsection sessions corporations' refers to all corporations v"' .
r- ided 'hat I- ene-1 irico e ~f - - . I ; 1: . whic h, V I W m possess ons m e L e e ect on and ed a rorm 1120.

corporation from 'intangibles," such as patents and
copyrights, would be taxable to the U .S . shareholders.
The purpose was to 'lessen the abuse caused by tax-
payers claiming tax-free income generated by intangibles
developed outside of Puerto Rico (3J .' However, the sec-
tion also allowed for an election out of the general rule if
the corporation demonstrated that it had a significant
business presence in a possession with respect to a
specific product or type of service . To demonstrate a
significant business presence, a corporation had to satisfy
either a value-added test or a direct labor test [4] . Eligible
corporations could choose to allocate income between
the possessions corporation and the U.S. parent through
either the cost sharing or profit-split method [5] .

With the Tax Reform Act of 1986, several modifications
were made to the possessions provisions . One of the
most important changes increased to 75 percent the
required percentage of the corporation's income which
had to come from the active conduct of trade or .businqss
in the particular possession . Also, the U.S. Virgin Islands
was added to the list of eligible U.S. possessions . Con-
gress retained the possessions tax credit provisions
despite recommendations from both the Treasury Depart-
ment and the President that it be replaced with a wage
credit . The wage credit would have operated by granting
a tax credit for a fixed dollar amount per hour worked by
each employee .

Since 1948, Puerto Rico has provided its own tax incen-
tives to companies involved in manufacturing and other
business activities . The Government of the Common-
wealth grants partial exemptions from income tax and
other taxes for specified periods of time . However, in
addition to its income tax, Puerto Rico imposes a *tollgate
tax' on dividends paid out of Puerto Rican source earnings
and profits to a U.S. or foreign parent corporation. Most
countries impose similar taxes. This withholding rate ran-
ges from a high of 25 percent to a low of 5 percent [6) .

manufacturing business activity. The predominance of
manufacturing firms in Puerto Rico reflects the incentives

which the Commonwealth has enacted to attract

manufacturers. Under Puerto Rico's Industrial Incentive

Act, most U.S. corporations which have established
manufacturing subsidiaries on the island have been
granted exemptions, up to 100 percent, from Puerto Rican

taxes . For 1987, all Puerto Rican corporations paid an

average of 3 .7 percent Of their earnings in taxes to the

C;ommonwealth [8) .

DATA HIGHLIGHTS

For 1987, there were 516 active possessions corpora' .tions, a decrease from the 594 corporations for 1985. The
reduction in the number of possessions corporations may
be a reflection of the uncertainty of the fate of the posses.,
sions provisions during the negotiations of the Tax Refo6,!
Act of 1986 . in addition, mergers and acquisitions may
have accounted for some of the difference .

The estimated reduction in U .S. tax liability as a resu~ .
of the possessions tax credit for 1987 was approximate~
$2.4 billion . This amount was less than the total posses,
sions; tax credit claimed because possessions corpora . .
tions could not claim certain other tax benefits which~
would have otherwise been available to them [71 . Asa
result of the possessions credit, total U .S . income tax
liability of possessions corporations amounted to only
$30.2 million, although these companies generated net
income of almost $7 .1 billion . Most of these taxes were
attributed to income derived from sources outside of the
possessions .

Of the 516 possessions corporations which filed Forms-t
11 20 for 1987, 452 claimed the possessions credit. As for

the 64 corporations which claimed no possessions credR
for 1987, the bulk of these, 55, had no taxable income.'

Forty of those corporations reported losses and, there-
fore, claimed no credit. Although the number of corpora.
tions which have claimed the possessions credit has

declined over the years, the amount of the credit has

increased steadily (Figure B) .

Figure 6
Corporations Claiming the Possessions Tax Credit,
1983-1987
[Money amounts are in billions of dollars ]

Year

A corporation can elect the status of a possessions
corporation by filing a Form 5712, Election to be Treated
as a Possessions Corporation under Section 936 . The
election is valid for 10 years and cannot be revoked . For
each year that the election is valid, the corporation must
file a Form 5735, Computation of Possessions Corpora-
tion Tax Credit Allowed Under Section 936, even if no
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Number of
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tax redit

$2.0
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Table 1 includes balance sheet and income statement,
data for all active possessions corporations . For 1987 .
419 of the 516 possessions corporations reported a

The industrial classification with the largest number of
possessions corporations was chemicals and allied

products, with 93 companies or approximately 18 percent

of the total. These companies, which are predominantly
drug manufacturers, also reported 56 percent of the in-
come subject to tax and claimed 57 percent of the tax
benefits claimed by all possessions corporations. This is
a reflection of the rapid growth of the chemical industry in
Puerto Rico during the 1970's [9] . For 1985, there were
109 possessions corporations in the chemicals and allied
products industry and these companies claimed 48 per-
cent of the tax benefits .

For 1987, the second largest industrial classification
was electrical and electronic equipment. These 74 com-
panies claimed approximately 16 percent of the total pos-
sessions tax credit . Figure C shows the percentages of
corporations and possessions tax credit by industry for
1987.

For possessions corporations as a whole, average net
income (less deficit) increased more than 51 percent from
1985 to 1987, to almost $13.7 million. Similarly, average
asset size grew almost 38 percent to $64 million. These
increases are reflections of the economic recovery of the
mid- 1 980's which had spread to U .S . possessions. Earlier
in the decade, the economic recession had been par-
ficularty, hard on Puerto Rico. However, from 1985 to
1987, the Gross National Product (GNP) of Puerto Rico
grew by more than 14 percent [10] . This compares
favorably to the 12.7 percent GNP growth rate for the
United States [I fl .

The largest corporations (as classified by size of as-
sets) claimed the bulk of the possessions tax credit . The
largest 20 corporations (less than 4 percent of all posses-
sions corporations) claimed 48 percent of the total credit
amount . Furthermore, the largest 50 corporations (ap-

proximately 10 percent of the total) claimed 66 percent of
the credit.

EMPLOYMENT DATA

The stated objective of the possessions tax credit
provisions was to provide jobs to the U.S. possessions by
attracting employment-producing investment from U .S .
firms. Unemployment has been a chronic problem in
Puerto Rico, where the unemployment rate has not fallen
below 10 percent since 1950 and has averaged more than
twice the rate of the United States [ 1 21 .

An examination of Federal unemployment insurance
tax returns (Forms 940) for possessions corporations
involved in manufacturing industries provides an indica-
tion of how the provisions have aided the Puerto Rican
economy [131 . A total of 100,916 workers were employed
by manufacturing possessions corporations for 1987,
compared to 122,471 employed by all manufacturing
firms in Puerto Rico. The average annual wages for
employees of manufacturing possessions corporations
amounted to $17,818. This compares to an average an-
nual wage of $11,173 for all production workers in the
Commonwealth [141 .

Table 2 presents tax benefit, employment, and com-
pensation information classified by industry for Puerto
Rican manufacturing corporations for which Federal un-
employment data were available. Chemical companies,
particularly drug manufacturers, claimed the highest
amount of tax benefits per worker employed . Drug com-
panies received nearly $71,000 in tax benefits per worker
and all chemical companies averaged more than $65,000 .
For all possessions corporations, the average tax benefit
per employee was $16,835, about $1,000 less than the
average wage ($17,818).

SUMMARY

Though the number of corporations claiming the pos-
sessions tax credit continued to decline for 1987, the
amount of the credit continued to increase . For1987,U.S.
corporations claimed approximately $2.8 billion as pos-
sessions tax credit, resulting in a net reduction of U .S . tax
liability of more than $2.4 billion.

Puerto Rico remainedthe most common business toca-
tion for possessions corporations to conduct business,
with 97 percent of the total . Nearly 100 percent of the tax
credit was claimed by these corporations.
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Figure C
Percentage of Possessions Tax Credit by Industry, 1987
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As in
past years, manufacturing companies claimed the

t,ulk of the credit
. These corporations represented 419 of

the 516 possessions corporations . For 1987, almost 97
percent of the total possessions tax credit was claimed by

manufacturers . Corporations in the chemicals and allied
products industry claimed the largest share, admost 57
percent, though they represented only 18 percent of pos-
sessions corporations .

Possessions corporations employed over 100,000

people for 1987, a 3 percent increase from 1985. The
average tax benefit per worker for manufacturing posses-
sions companies amounted to $16,835 .

EXPLANATION OF SELECTED TERMS

Qualified Gross Income in Current Year -- The sum of
gross income (gross receipts minus cost of sales and
operations) from the active conduct of a trade or business
in the possessions, the net gain (or loss) from the sale or
exchange of assets used by a possessions corporation in
the active conduct of business, and 'qualified posses-
sions source investment income. ,

Qualified Possessions Source Investment Income --
Non-business income derived from the possession in
which the possession had its trade or business and which
was attributable to the investment of funds derived from
such trade or business .

DATA SOURCES AND LIMITATION S

The statistics in this article were compiled from all
returns filed through June 1989 by U .S . possessions cor-
Porations with accounting periods ending between July
1987 and June 1988 . Because 100 percent of the retums
filed were prescribed for inclusion in the sample, the
statistics are not subject to sampling error . General infor-
mation regarding nonsampling error may be found in the
Appendix to this report.

Information from Forms 1 120 for possessions corpora-
tions was transferred from the annual Corporation Statis-
tics of Income study. Additional data items from Forms
5712, 5735, and 940 were later obtained .

The statistics in this article may differ slightly from the
data presented in the U.S. Department of the Treasury
report, The Operation and Effect of the Possessions Cor-
Poration System of Taxation for 1987. These differences
are due to minor revisions made to the underlying data by

34 3

the Office of Tax Analysis for estimates made in its report
to Congress.

NOTES AND REFERENCE S

[1] The estimated reduction in U .S . tax liability was cal-
culated by obtaining the *qualified taxable income,
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found on Line 10ofthe Form 5735. If the corporation
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income" (Line 30, Form 11 20) was used as a proxy .
From these figures, an approximation of the ac-
celerated depreciation deduction was calculated
and subtracted . Once this reduced taxable income
was obtained, it was multiplied by the appropriate
lax rate. For 1987, an additional consideration had
to be made for the change in the corporate tax
structure which was effective July 1, 1987. Credits
for taxes paid to possessions Governments (such as
Puerto Rican income taxes and the *tollgate" tax)
were estimated and subtracted from the tax liability
since, in the absence of the possessions tax credit,
these taxes would be creditable under the foreign
tax credit provisions.
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provisions, the eligible U .S. possessions include
Puerto Rico, the U .S . Virgin Islands, American
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[71 Ibid., p. 12.

[81 This figure was supplied by the U .S . Department of
the Treasury, Office of Tax Analysis .
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possessions provisions, these non-manufacturing
companies would be eligible for a foreign tax credil
for the amount of these taxes . Therefore, U .S .,t,,,
liability would be effectively nullified for these cof,
porations in the absence of the Possessions
provisions.

1101 Economic Report to the Governor, PuertoRicoPlan-
ning Board, 1990. The statistics in this source were
based on calendar year 1987 while the Statistics of
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Business, July, 1988.
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September 7, 1987, p . 945 .
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1986 Tables :

International Boycotts

Table I-Operations In Boycotting
Countries and Types of Boycott Requests
and Agreements, by Type of Person
Filing Boycott Reports and Size of
Total Assets of Active Corporations,
1986, p . 351 .

Table 2-Tax Effects of International
Boycott Participation, by Type of
Person Filing Boycott Reports, 1986, p .
352 .

Table 3-Operations in Boycotting
Countries and Types of Boycott Requests
and Agreements, by Country Requesting
the Boycott, 1986, p . 353 .

U .S . persons with operations in boycotting
countries are required to report separately to
the Internal Revenue Service their business
operations in those countries, as well as
requests and agreements to participate in, or

C
ooperate with, international boycotts (other
than boycotts sanctioned by the U .S .
Government) . The reporting requirement has been
effective since 1976 . Most boycott requests are
made by countries which belong to the League of
Arab States . These boycott requests are usually
directed against Israel . The requests are
related to business or commercial activities,
and are categorized Into five groups .

Under the Tax Reform Act of 1976, persons
who agree to participate in, or cooperate with,
unsanctioned international boycotts can be
penalized by the loss of certain U .S . tax
benefits . These lost benefits Include the
foreign tax credit (Sections 2 and 8 of this
compendium) and the deferral of taxation on the
earnings of Controlled Foreign Corporations
(Section 3), Foreign Sales Corporations (Section
4) and Interest Charge-Domestic International
Sales Corporations (Section 5) . Apart from the
tax consequences, a person may be subject to a
fine imposed by the Department of Commerce under
the provisions of the 1979 Export Administration
Act .

The basis of the statistics tabulated for
the international boycott report studies is Form
5713 and related schedules, listed below . Forms
and schedules are reproduced in Section 15 of
this compendium . For an explanation of the
types of boycott requests contained in Tables I
and 2, see page 516 of the Forms and
Instructions .

. Form 5713, International Boycott Report, and
Instructions (p . 513 )

a Schedule A (Form 5713), Computation of the
International Boycott Factor (p . 517 )

. Schedule B (Form 5713), Specifically
Attributable Taxes and Income (p . 518) .

is Schedule C (Form 5713), Tax Effect of the
International Boycott Provisions (p . 519)

349



International Boycotts Participation, 1986 351

ottin- Countries and lypes of Boycott Requests and Agreements, by JVpe of Person Filin g
ations in BOYc

~e of Total Assets of Active Corporations.10 I .-Opel d S1 7,tt Fleports an

Id

.. ..... .... ..... .... ... .... .... .... .... ... ... .... ..

.... .. .. ..

S, =k $106 000-000

n'

000 . . .. ...... -

I'll-10
FSC ald G-DISC MP-OM ((~~Uc~ 1~

.... .... .... .. ...

0 )

2.1"

119
562

11;4'
14
29

423
3D3

100
I"

14

4W2
4~

719
567
763

3 3a8560
1,63

'419~~4

M

824

B15
19

139
77
55
73
394,3

88

7~D~~e ~~ t, ~d d,%1-re V nl--- -- -'--

27

M M) (IM
42~

309
419 10
13 IU 4
86 D a

64

65 14
555 4

29 5
5

3 2o
4 22 13o

169 52

41
3 38

as
8

11 . 24 26
21

.. ~ - - --4=~ =---:
.__ '

lyp. I I T~ 2

27

'- ~ I lvp. -

267



352 International Boycotts Participation, 1986
Table 2.-Tax Effects of international Boycott Participation, by lype of Person Filing Boycott Reports
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The income of U .S . citizens and residents is
subject to the U .S . income tax regardless of
where the income is earned . The taxpayer may
choose among several options to avoid double
taxation of foreign source income : the taxpayer
may credit foreign income taxes against their
U .S . Income tax liability or deduct the foreign
taxes from gross income . If the credit option
is chosen, the taxpayer may credit Income taxes
paid to a foreign country against their U .S . ta x

.~~ability . The individual foreign tax credit is
mited to the amount of U .S . tax that Is

imposed on foreign-source Income . For 1987,
this limitation had to be calculated separately

for each of eig-ht separate types of income . For
each income ty pe, the taxpayer could credit the
lesser of creditable foreign taxes or the
limitation . The foreign tax credit equaled the
sum of the credits for each separate income type .
As an alternative to the credit, the taxpayer
may deduct foreign taxes paid in determining
taxable income .

The taxpayer may choose to deduct or exclude
foreign I ncome from gross income . If this
option is chosen, the taxpayer could deduct
excess costs of living in a foreign country from
their gross income . As an alternative to this
deduction a taxpayer could elect to take an
annual e ;clusion, of up to $70,000 of their
foreign earned income, from their gross income .
In order to qualify for either the deduction or
the exclusion, an individual living abroad had
to meet either a bona fide residence test or a
physical presence test .

Many U .S . citizens living in foreign
countries were not entitled to a deduction from,
or an exclusion of, foreign earned income .
These persons included : (1) civilian U .S .
Government employees ;

(2)
members of the U .S .

Armed Forces~ and (3) residents of Puerto Rico,
Guam, the U .S . Virgin Islands, Johnston Island,
American Samoa, Midway and Wake Islands .
Finally, an individual taxpayer while computing
their foreign tax credit, could not use any

foreign income excluded from U .S . Income

taxation, or any foreign taxes paid or accrued
on the excluded income . Listed above are tables
providing information for foreign earned Income
and the foreign tax credit claimed by

individuals for 1983 or 1987 .

The reader is referred to Section 15 of this
compendium for the form and instructions listed
below, which provided the basis of the
individual foreign tax credit data .

* Form 1040, U .S . Individual Income Tax Return
(p . 437 )

* Form 1116, Computation of Foreign Tax Credit,
Individuals, and Instructions (p . 441 )

* Form 2555, Deduction from, or Exclusion of,
Income Earned Abroad, and Instructions (p . 495 )

I
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I

Foreign Income And Taxes Reported On U.S. Individual Tax

Fleturns, 1983 : An Overview

By David Paris *

During Calendar Year 1984 more than 159,000 taxpayers
reported approximately $7.2 billion of foreign earned in-

come on their U.S . individual income tax returns . More than

$5.7 billion of this income was excluded from domestic taxa-
tion under the foreign earned income exclusion provisions
of the tax law. Foreign taxes paid on the foreign earned
income which was not excluded, as well as on the income
from foreign investments reported by these and other U,S .
taxpayers, were eligible for a foreign tax credit . For Tax Year
1983, almost 372,000 individual returns reported approxi-
mately $617 million in foreign tax credits .

More detailed information about taxpayers reporting ei-
(her foreign earned income or a foreign tax credit will be
~resented in a forthcoming issue of the SCI Bulletin .

OVERVIEW OF THE FOREIGN EARNED INCOME AND
FOREIGN TAX CREDIT PROVISION S

The Economic Recovery Tax Act of 1981 simplified the
foreign earned income provisions of U.S. tax law. Prior to
the 1981 Act, U.S, citizens with foreign earned income were
allowed a deduction for "excess" foreign living expenses
and an exclusion of income earned abroad while living in a
hardship area "camp" [1] .

For 1983, a qualifying taxpayer who worked abroad and
received earned income from foreign sources could elect to
exciude up to $80,000 of such income from U.S . taxation . in
general, to have qualified for the foreign earned income
exclusion a U.S . citizen working abroad either had to have
been a bona fide resident of a foreign country or countries
for an uninterrupted period that included a full tax year or
had to have lived in a foreign country or countries for at least
330 days out of any 12 consecutive-month period .

Moreover, for those qualifying U.S . citizens living and
working abroad there were two additional tax provisions in
effect for Tax Year 1983 . Where foreign housing expenses
Were provided by an employer, a taxpayer could elect to
exclude from taxation an amount of foreign housing ex-
Penses : and for self-employed individuals, a deduction fo r

*Assistant Chicit, Individual Statistics Branch

foreign housing costs was available .

The United States imposes its income tax on the world-
wide income of its citizens and residents without regard to
the geographic source of the income . U.S. individual tax-
payers who accrue or pay foreign taxes on their foreign-
source income are eligible to use those taxes to claim a tax
credit (or to itemize them as a deduction) on their U .S.
income tax return. In most cases the credit is more advanta-
geous to the taxpayer than a deduction because it results in
a dollar-for-dollar reduction of U.S . tax liability.

INCOME EARNED ABROA D

As shown in Figure A, salaries, wages, allowances and
reimbursements accounted for the overwhelming majority
(94 percent) of foreign earned income reported by U .S.
citizens abroad .

Figure A .-Selected Sources of Foreign Earned Income,
1983
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More than $5 .7 billion of the approximately $7.2 billion of
foreign earned income was excluded from U.S . taxation by
154,429 taxpayers 121. The average for all returns was
$36,955, about 46 percent of the maximum $80,000 for-
eign earned income exclusion . The exclusion was reported
on Form 2555, Foreign Earned Income, attached to Form
1040 .

FOREIGN TAX CREDI T

The foreign tax credit is the third largest credit claimed by
individual U.S. taxpayers, surpassed only by the investment

357
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and child care credits . For Tax Year 1983, 371,945 taxpay-
ers claimed foreign tax credits totaling more than $617 mil-
lion on Form 1040, U.S . Individual Income Tax Return .
However, only 351,789 returns had a supporting Form 1116,
Computation of Foreign Tax Credit attached to Form 1040
(3] . Form 1116 was the source of the data on foreign income
and taxes. More than $595 million of foreign tax credit was
computed on the Form 1116.

Figure B shows that salaries and wages accounted for
more than 78 percent of all foreign-source income reported
on Form 1116 . However, the type of foreign-source income
reported by the most taxpayers was dividend income .

Figure B.-Retums With Foreign Tax Credit : Selected
Sources of Foreign Income Reported on Form 1116, 1983
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DATA SOURCES AND LIMITATIONS
I

A general description of the sampling procedures and
data limitations applicable to the Statistics of Income (SOI)
tabulations is contained in the Appendix to this report . Spe-

cific information applicable to the 1983 returns With foreign
earned income or foreign tax credit is presented beiow

Sample Selection and Criteri a

The 1983 estimates it, this article are based on a sample
of individual income tax returns, Forms 1040, processed bythe Internal Revenue service centers during 1984 Ge. net.ally. for most taxpayers, those returns filed during a Particu .
lar calendar year are for the previous tax year. As was thecase for the general tax filing population, approximately 98
percent of the "foreign returns" processed during Calendar ,-at 984 re for Tax Year 1983 . The remaining returns
filed were for prior tax years or were noncalenclar Year re .
turns . Returns for prior years were used in place of lga3
returns filed after December 31, 1984 . This was done in the
belief that the characteristics of returns due but not yet filed
could best be represented by the returns for previous years
filed in Calendar Year 1984 .

The sample was stratified based on t6e larger of total
income or loss and the size of business plus farm receipts,
and the presence or absence of a Form 2555, Foreign
Earned Income ; a Form 1116, Computation of Foreign Tax
Credit : a Schedule C, Profit (or Loss) from a Business or
Profession ; and a Schedule F. Farm Income and Expenses .
The sampling rates for the "foreign returns" ranged from
0.73 percent to 100 percent . Figure C presents the number
of returns in the population and in the sample .

Because the data presented in this article are based on a
sample of returns filed, they are subject to sampling error . To
properly use the statistical data provided, the magnitude of
the potential sampling error must be known . Coefficients of
variation (CV's) are used to measure the magnitude .

Figure C.-Number of Form 1040 Returns Filed In 1984 with Form 2555 and/or Form 1116 and Number in Sample
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Figure o presents ,u.
pper-limit" CV's for frequency esti-

mates for both the foreign earned income and foreign ta x

shown here were com-credit data' The approximate CV's
puted frOrn a formula based on the surn-of-the-squares

intended only as a general indication of the
method and are

reliabilitY of the data
. For a number other than those shown,

the corresponding CV's can be estimated by interpolation .

Figure D .-Coefficients of Variation, 1983
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NOTES AND REFERENCE S

ill For further information on the foreign earned income
provisions of U .S. tax law prior to 1981, see Statistics of
income-1976-1979, International Income and Taxes,
Foreign Income and Taxes Reported on U.S. Income
Tax Returns.I

121 The 4,765 return difference between the number of

Forms 2555 filed and those claiming the foreign earned

income exclusion is primarily attributable to the Calen-
dar Year 1984 filings for Tax Year 1981 and prior years

when U .S. tax law did not provide for the exclusion . For

further information about the use of prior year returns in

the 1983 statistics, see Sample Selection and Criteria

under Data Sources and Limitations .

[3) The data presented in this article do not reflect any
adjustments to the taxpayer's account resulting from
IRS audit activities. For those taxpayers who claimed a
credit but did not file a Form 1116, an audit by IRS would
require taxpayers to provide evidence such as withhold-
ing statements or tax payment receipts to support the
foreign tax credit claimed .

[41 A separate foreign tax credit computation for certain
interest income was required by section 904 of the Inter-
nal Revenue Code . The interest to which this computa-
tion applied was defined as all interest income except
the following :

(1) amounts derive
' d

from any transaction which was
directly related to the active conduct of a trade or busi-
ness ;

(2) amounts derived from the conduct of banking,
financing, or a similar business ~

(3) amounts received from a foreign corporation in
which the taxpayer owned at least 10 percent of the
voting stock: an d

(4) amounts received on obligations acquired where
it was necessary to dispose of an active foreign trade or
business, or of securities in a foreign corporation in
which the taxpayer owned 10 percent (or more) of the
voting stock .

11),
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Table 2.-All Returns with Foreign Tax Credit: Sources of Income, Deductions and Tax Items and Foreign Income, Taxesand Credit by Size of Adjusted Gross Income-Continued(All figulee we --tee eatea p-monet, mounts are,n thwwnds of dotla,sl
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come and Foreign TaxThe Foreign Earned I n

credit Study is a study of the foreign income

and ta xes of U .S . citizens and resident

a I I e n s r-eported on Forms 2555, Foreign Earned
and 1116, Computation of Foreign TaxI n c ome ,

Cred I t - Individual, Fiduciary, or

Nonre s I dent A] I en Individual . These forms
1040, U .S . Individualare attached to Form

turn . Taxpayers use Form 2555Income Tax R e
to claim the foreign earned income exclusion
or housing deduction and Form 1116 to claim
the foreign tax credit .

earned income exclusion wasThe foreign
originally passed in 1926 to encourage U .S .
exports by allowing all U .S . citizens who
lived abroad for six months or more to
exclude all of their foreign earnings from
their U .S . gross income . In the subsequent
years, Congress passed several enhancements
and restrictions . The most significant was
the 1978 Foreign Earned Income Act . This act
addressed the complaints of U .S . companies
operating in high cost, low tax jurisdictions
(primarily the Middle East) by permitting
taxpayers to deduct certain expenses, like
excess housing costs, as well as their
fore I gn earnings .

For 1987, individuals who resided in a
foreign country for the entire tax year or
who maintained a tax home abroad for at least
eleven consecutive months, could exclude up
to $70,000 of their foreign earnings and
reasonable excess housing costs .

The foreign tax credit was first enacted
in 1918 to eliminate double taxation on
foreign-source income . Since the U .S . taxes
its citizens on their worldwide income, this
law enables taxpayers to take their foreign
taxes as a credit against their U .S . income
tax liability, subject to a limitation . This
limitation is calculated by taking the ratio
Of the foreign-source taxable income to the
worldwide taxable income and multiplying it
by the U .S . tax . The limitation prevents
taxpayers from using taxes paid In a
relatively high tax country to offset their
Omed stic tax liability . Further restrictions
passed separatesince 1918 require a
limitation calculation on certain types of
1 ncom'b . After the Tax Reform Act of 1986,
these types of income are : passive, high
withholding tax Interest, financial services,
shipping, IC-DISC dividends, distributions
from Foreign Sales Corporations and general

limitation Income (all other) . Passive
income usually includes dividends, rents,
royalties, annuities, and interest, except
for that interest subject to a withholding
tax of at least five percent . High
withholding tax interest is subject to a
separate limitation . General limitation
income consists primarily of wages .
Taxpayers can carry taxes paid in excess of
the limitation back two years and then
forward up to five years . Taxes carried to
another year could be used in the foreign tax
credit calculation for that year . Taxpayers
were not permitted to credit foreign taxes on
income reported on Form 2555 .

The three tables that follow contain data
for the 1987 Individual Foreign Earned Income
and Foreign Tax Credit study . Table I
contains foreign tax credit data classified
by size of adjusted gross income reported on
the Form 1040 . The data contained in columns
I -through 3 are reported on the Forms 1040
with a foreign tax credit . The data
contained in columns 4 through 7 are reported
on those Forms 1040 that had a Form 1116
attached . Columns 8 through 13 contain data
reported on Form 1116 . A total of 561,109
individualtsIncome tax returns claimed foreign
tax credi of $1 .04 billion, a 67 .9 percent
increase from 1983 . Th 518 350 returns with

e i
t

an attached Form 1116 of set heir U .S .
income tax of $16 .35 billion with foreign tax
credits of $1 .02 billion

I
Table 2 conta ns Form 1116 dat a

classified by geographical area . The single
largest source of foreign income was Canada .
A total of 131,918 returns reported
Canadian-source taxable Income of $840
million, about fifteen percent of total
foreign-source taxable income . The largest
share of foreign taxes were paid or accrued
to the United Kingdom . The U .K . imposed $299
million of taxes on the U .K .-source income of
U .S . citizens and residents . This amounted
to 16 .6 percent of total foreign taxes paid
or accrued .

Table 3 contains Form 2555 data
classified by size of adjusted gross income
reported on the Form 1040 . A total of
171,191 individual income tax returns had a
Form 2555 attached . These returns reported
net foreign earned income of $8 .19 billion,
an increase of fourteen percent from 1983 .
These taxpayers calculated foreign earne d
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Tabte I -- Indiliduat Foreign Tax C-di, Ctai,,d on F,ro 1040, Foreign Imame Earned. and Foreign Taxes,
by Size of Adjusted Gross Jncome, 1987

(All figures are estimates based an samples - mx~ney aaccrits are in thousands of dottars)

Returns with a foreign tax credit
reported on Form 104 0

S
ize of

adjusted
gross incoox~

All returns, total . . . . . . . . . . . .

Zero or te a . . . . . . . . . . . . . . .
S, under $10,000 . . . . . . . . . . .
$10,000 under $25,000. . . . . .

$2.5,000 under $50,000. . . . . .
$50,000 under $70,000 . . . . . .

Number
o f

returns

121

561 .109 72,482,968 1,036,270

Adjusted
gross
incoove

Foreign
tax credi t

claimed

. 1

[31 [43 E51 163 E71

$70,000 under $100,000. . . . .

$100,000 under $200,000 . . . .

$200,000 under S500,000 . . . .
$500,000 under $1,000,000. .

$1,000 .000 or More . . . . . . . . .

*10 --11,264

31,741 192 .660
91,793 1.655,154

130,565 4,866,338

82,601 4,942,475

76,`138 6,336,865

86,335 il,919,263

43,081 13,176.929

11,773 8,059,15 0

7,071 21,345,198

Number
of

returns

518,350 69,285,559 16,346,301

*10 --11,264 -36

1,024,284.
1

2,626
21,574
91,385
45,138

2,664 29,949 178,517 12,597

21,919 84,840 1,536,070 119,628

95 .i2a 119,388 4,419,607 556,480

45,717 72,996 4,353,247 682,00 6

104,250
218,830
232,090
92,282

223,389

69,147 5,7", 1" 1,094,080 104,014

81,969 li .339,189 2,500,039 2`13,125

41,634 12,TT6,352 3,327,040 231,428
11,478 7,859,571 2,181,611 91,862

6,940 21,0118,124 5,872,784 223,132

Foreign income and taxes reported on Form 111 6

Foreign Reductio n

Size of Gross Total

I

Taxable

II

Carryback

I

for cart al
nadjusted income

I
deck tions income paid or or foreig n

gross inc~ (Less less) accrued carryover taxes

183 193

ALI returns, total . . . . . . . . . . . . 7,097,249

Ze ro Or tess . . . . . . . . . . . . . .. -5

$1 under $10,000. . . . . . . . . . . 65 .174

$10,000 under $25,000 . . . . . . 417,282

S25,000 under $50,000 . . . . . . 1,089,114

$50,000 under $70,000 . . . . . . 450,017

[101 VII [121 [131

1,562,240 5,535,009 1,806,062
*5 *1

form W40 data from
returns with Form 1116 attached

Adjusted
gross
Income

U.S . income
tax before

credits

Foreign

tax credi t
claimed

540,056 454,393

io,670 54,504 16,394 8,526 5,696

85,709 331,572 89,386 35,842 34,510

267,146 IL21,967 252,719 38,&58 90,519

85,0" 364,973 125,187 29,785 56,124

$70,000 under $100,000 . . . . . 720,804 125,731 595,073 209,471 73,508 74,"9

SIDO .000 under $200,000 . . . . 1,229,797 199,144 1 .030,653 385,174 159,409 112,285

$200,000 under $500,000 . . . . 1,307,675 386,137 921,538 352,226 108,916 68,473

SSOO,000 under S1,000,00O . . 524,881 96,463 428,418 107,480 28,491 8,907

$1,000,000 or More . . . . . . . . . 1,292,500 306,195 986.306 268,026 56,720 3,429

Ca
0)
U

Estimate should be used with caution became Of the smatL number of returns On which it was based .

Less than %SOO



Table 2 -- Gross lr~ Frain Foreign Sources, Deductions and Losses, Foreign Taxes Paid or Accrued,
by Setected Geographic Area, 1987

[All figures are estimtes based an snaptes - rpney aroounts are in thousands of dottars l

Fona 1116 Dat a

Foreign Source IMCGia, Decdlucti and Taxes Pai d

Selected Nuabe

I

Total Ta ; For gn taxes
eographic area of deductions in= I

~ od r

retui (tess Loss) accrued

ALI geographic areas, total . . .

Canada . . . . . . . . . . . . . . . . . . . . .

Mexico . . . . . . . . . . . . . . . . . . . . .

Frame . . . . . . . . . . . . . . . . . . . .

Nether I ands . . . . . . . . . . . . . . . .

United Kingd=. . . . . . . . . . . . .

West Germny. . . . . . . . . . . . . . .

Switzerland. . . . . . . . . . . . . . . .

South Africa . . . . . . . . . . . . . . .

Israel . . . . . . . . . . . . . . . . . . . . .

Saudi Arabia . . . . . . . . . . . . . . .

Hong Kong . . . . . . . . . . . . . . . . . .

Japan " . . . . . . . . . . . . . . . . . .

Austratia . . . . . . . . . . . . . . . . . .

New Zealand. . . . . . . . . . . . . . . .

Puerto Rico . . . . . . . . . . . . . . . .

Inctuding Andorra
Including Ckinawa and Ryukyu

[1] 121

518,350 7,097 .249 .
131,918 1,290,937
11,312 87,044
5,691 188,351

35,453 135,318
58,709 860,06B
7,927 429,504
12,550 199,404
67,470 127,726
11,354 100,034
3,363 209,986
2,973 97,223
20,003 633,664
30,875 196 .460
2,450 27,174
17,049 453,793

141 [5 1

5,535,009 1,806,062

840,0% 267,928

75,567 33,679
150,334 63,267
113,711 34,970

690,698 299,044
323 ."0 141,464
157,651 43,468
114,447 20,552

92,257 27,052
85,714 4,116

72,633 20,238
546,782 198,595
160,518 54,968

25,234 6,43 4
395,884 80,349

co
0)
0)

Ell (2 1

Table 3 -- Foreign Earned Inconw, Housing Exclusion, Foreign Earned Incone Excluaim, and Deduction~, by
Size of Adjusted Gross Incoine, 198 7

[Alt figures are estiMates based an samples -- aioney aa~ounts are in thousands of dottaEs]

Fam 2555 dat a

Size of M-ber Gross foreign Exctusi~ and deductions

adjusted of earned incouie -- -gross returns riesSots THoULAS ng !n earnedT;rat E..Lusion Deduction

Inc~ Total. imaine and exclusion
,

fr
7

from

wages exclusion 551For. Fom 2555

Alt returns, total . . . . . . . . . .

Zero or Less . . . . . . . . . . . . . . .
$1 under $10,000 . . . . . . . . . . .
slo,000 under $25,000 . . . . . .

$25,000 under S50,000 . . . . . .

s5o,000 under $70,000 . . . . . .

$70,DOO urder $100,000 . . . . .
$100,000 under $200,000 . . . .

$200,000 under S500,000 . . . .

$500,000 under Si,000.000 . .
$1 .000,000 or wre . . . . . . . . .

131

1,562,240
450,84 1
11,476
38,017
21,607

169,370
106,064
41,753
13,278
7.776

124,273
24,591
86,881
35,94 1
1,940

57,909

r3l [41

171,191 8,190,229 5,846,912

27's" 93S,088 790,052

65,112 2,091,614 1 .795,T79

32,587 1,088,383 873,il4

20,644 1,181'219 78B,397

7,922 566,510 351,666

7,561 686,864 394,786

6,766 902,082 446,a4i

2,564 557,384 292,020

367 126,054 77,310

125 55,030 36,946

wo-t-e- Detait may not sm to totals Ckm to rounding .

Less than $500

0

"7,896 5,982,454 6,427,167 16,76 1

16,726 897,346 918'" q

38,740 2,013,376 2,048,819 1,863

"'719 959,576 1 .004 .382 1,646

74,595 a53,073 910,732 4,268

52,251 348,906 399,600 1,304

68,230 359,303 426,056 1,956

105,446 366,947 471,278 3,54 1

56,623 153,369 208,829 1,687

6,954 22,80 29,496

1,881 7,676 9,507

4
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Income paid to nonresident aliens and other
foreign persons by U .S . persons is subject to a
wi thholding tax imposed by the United States . A
nonresident alien Is an individual who is
neither a citizen nor a resident of the United
States . Income paid to corporations, estates,
and trusts created outside of the U .S . is also
subject to the withholding tax .

U .S . source income is subject to a 30
percent tax withheld by the U .S . payer, usually
a financial institution . Income subject to the
withholding tax includes wages and salaries,
dividends, interest, royalties or fees .
However, income that is "effectively connected"
with the conduct of a trade or business within
the U .S . is taxed separately .

For residents of certain countries having
tax treaties with the United States, U .S . source
income may be subject to withholding at a rate
lower than 30% . In addition, certain income may
be exempt from the withholding tax altogether .
Tax is no longer withheld for most interest
payments to foreigners . This change was enacted
in 1984 to lessen the attractiveness of
financing through tax-haven countries .

The basis of the data contained in thi s
section is the Form 1042S filed by U .S . payers .

A copy of
this form and the accompanying

instructions are in Section 15 of this
c ompendium .

*
Form 1042S, Income Subject to Withholding

under Chapter 3, Internal Revenue Code, and
instructions (p . 438)
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ble I,--
Forms 1042S for 1984 : Number of Returns, Total Income Paid, Tax Withheld, by Selected Treaty and Non-

ies 1984
tr ty untr ,

[Money amounts are in t usands of dollars]

Income paid Tax withhel d

Num ber By foreig n
Country Or f

0
Exempt from Subject to By domestic go ernment

geographic area Forms Total withholding withholding Total withholding an d

1042S agents withholdin g

agent s

(1) (2) (3) (4) (5) (6) (7 )

Total . . . . . . . . . . . . . 780,708 17,106,632 9,368,142 7,738,490 -1,057,453 969,553 87,90 0

Treaty countrie s
total . . . . . . . . . . : . . . . . . 643,716 15,607,203 8,503,088 7,104,119 910,555 822,655 87,90 0

Australia . . . . . . . . . . . 15,581 62,653 16,703 45,950 7,592 7,592 -

Austria . . . . . . . . . . . . . 3,411 24,635 15,790 8,845 1,556 1,556 -

Belgium . . . . . . . . . . . . . 12,264 826,995 710,197 116,798 18,459 16,896 1,56 3

Canada . . . . . . . . . . . . . . 310,976 1,814,713 966,332 848,381 124,056 124,056 -

0enmark . . . . . . . . . . . . . 2,497 13,492 8,313 5,179 737 734 3

Egypt . . . . . . . . . . . . . . . 452 28,580 28,204 376 72 72 -

Finland . . . . . . . . . . . . . 683 9,352 6,460 2,892 348 348 -

France. . . . . . . . . . . . . . 18,625 819,238 204,876 614,362 60,601 60,408 19 3

Greece . . . . . . . . . . . . . . 5,787 9,102 4,819 4,284 1,200 1,200 -

Ireland . . . . . . . . . . . . . 5,776 16,870 5,781 11,089 1,633 1,633

Italy . . . . . . . . . . . . . . . 9,190 66,465 25,292 41,173 8,227 8,22 7

Japan . . . . . . . . . . . . . . . 12,264 1,393,545 146,343 1,247,202 130,418 130 .41 8

Lu~embourg . . . . . . . . . . 2,631 90,090 48,903 41,187 8,782 8,782 -

Netherlands . . . . . . . . . 9,919 11918,869 1,055,443 863,447 66,396 66,137 25 9

Netherlands Antilles 3,257 2,812,549 2,702,547 110,002 18,844 18,844 -

New Zealand . . . . . . . . . 2,116 5,061 615 4,446 576 57 6

Norway. . . . . . . . . . . . . . 3,985 49,948 43,212 6,736 1,118 1,11 8

Poland . . . . . . . . . . . . . . 410 51109 1,877 3,232 898 898

South Africa . . . . . . . . 2,554 5,739 444 5,295 1,452 1,45 2

South Korea . . . . . . . . . 541 5,171 1,767 3,405 755 75 5

Sweden . . . . . . . . . . . . . . 6,237 99,950 24,553 75,397 6,723 6 .723 -

Switzerland . . . . . . . . . 23,904 1 450,913 314,813 1,136,100 226,525 141,565 84,960

Trinidad and Tobago . 449 10,929 10,472 458 132 132 -

United Kingdom . . . . . . 136,555 3,091,489 1,462,897 1 628,592 179,093 178,172 921

West Germany . . . . . . . . 46,638 963,166 691,774 271,392 42,398 42,398 -

Other treaty
countries . . . . . . . . . . 7,014 12,560 4,661 7,899 1,964 1,96 4

NOntreaty countrie s
total . . . . . . . . . . . . . . . . . 136,989 1,499,429 865,054 634,371 146,898 146,89 8
Argentina . . . . . . . . . . . 5,749 15,879 7,845 8,034 2,185 2,18 5
Bahamas . . . . . . . . . . . . . 2,430 46,280 14,857 31,423 9,072 9,07 2
Barbados . . . . . . . . . . . . 374 19,317 520 18,797 3,749 3,749

Bermuda . . . . . . . . . . . . . 1,902 88,347 21,804 66,543 19,103 19,103
Brazil . . . . . . . . . . . . . . 3,440 20,B30 12,345 8,485 2,527 2,527
British Virgi n
Islands . . . . . . . . . . . . 432 14,393 566 13,627 2,825 2,82 5

Cayman Islands . . . . . . 1,023 58,953 46,242 12,711 3,765 3,765
Hong Kong . . . . . . . . . . . 10,886 65,494 27,296 38,198 11,235 11,235
Israel . . . . . . . . . . . . . . 4,877 12,156 3,044 9,112 2,272 2,27 2
Jersey . . . . . . . . . . . . . . 647 11,641 236 11,405 3,043 3,043
Kuwait . . . . . . . . . . . . . . 990 13,119 4,523 8,596 2,377 2,37 7
Liberia . . . . . . . . . . . . . 439 23,329 13,634 9,694 2,883 2,883
Liechtenstein . . . . . . . 968 26,400 9,162 17,238 5,138 5,138

Mexico . . . . . . . . . . . . . . 13,530 52,905 11,593 41,312 12,274 12,27 4
Panama . . . . . . . . . . . . . . 3,499 100,865 52,574 48,291 14,319 14,31 9
Portugal . . . . . . . . . . . . 1,381 28,816 876 27,941 1,395 1,39 5
Puerto Rico . . . . . . . . . 4,366 7,295 4,494 2,801 824 824
Saudi Arabia . . . . . . . . 3,370 351,990 346,818 5,172 1,532 1,532
Singapore . . . . . . . . . . . 3,571 26,709 22,144 4,565 1,345 1,345
Spain . . . . . . . . . . . . . . . 5,726 39,260 22,791 16,469 4,558 4,558
Taiwan . . . . . . . . . . . . . . 1,572 11,131 8,589 2,543 738 738
United Arab Emirates 1,034 143,449 142,832 617 182 182
Venezuela . . . . . . . . . . . 6,124 22,151 13,228 8,923 2,548 2,548
Other nontreaty
countries . . . . . . . . . . 58,662 298,720 77,041 221,674 37,009 , 37,009
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Table 2-Forms 1042S for 1984 : Number of Returns, Tax Withheld, and Total Income Paid by Income Type, by
Selected Recipient Type and Country of Recipient, 198 4

[Money amounts are in thousands of dollars]

Income pai d

N b f TCountry or um er o ax
-geographic area Forms withheld Total Interest Dividends nts and P,

rsona l1042S royalties Service

(1) (2) (3) (4) (5) (6) (7 )

All countries, total . . . . . 780,708 969,553 17,106,632 10 ;035,675 5,617,707 899,427 155,629
Individuals . . . . . . . . . . . 572,259 143,611 1,223,373 429,163 436,739 1 00 000 124,69 5
Corporations . . . . . . . . . . 60,256 545,401 11,678,090 7,220,590 3,490,617

7

25 :928 19,778

Antigua . . . . . . . . . . . . . . . . . . . . . . 66 13 630 514 32 8 0
Individuals . . . . . . . . . . . . . . . . 46 3 20 2 10 4
Corporations . . . . . . . . . . . . . . . 6 1 581 500 5 7 6

Argentina . . . . . . . . . . . . . . . . . . . . 5,749 2,185 15,879 9,473 3,614 397 79 9
Individuals . . . . . . . . . . . . . . . . 4,497 1,267 7,856 2,899 2,589 125 75 9
Corporations . . . . . . . . . . . . . . . 89 587 2,081 1,591 179 257 35

Australia . . . . . . . . . . . . . . . . . . . . 15,508 7,544 60,856 15,516 23,405 14,415 4, 79 0
Individuals . . . . . . . . . . . . . . . . 13,109 2,456 14,353 1,334 4,594 1,787 4,67 7
Corporations . . . . . . . . . . . . . . . 681 3,120 30,230 11,918 9,939 7,886 7 1

Austria . . . . . . . . . . . . . . . . . . . . . . 3,411 1,556 24,635 13,615 7,952 469 85C
Individuals . . . . . . . . . . . . . . . . 2,218 732 6,553 1,196 2,696 121 8 3
Corporations . . . . . . . . . . . . . . . 122 310 9,378 7,203 1,914 250

~
1

Bahamas . . . . . . . . . . . . . . . . . . . . . . 2,430 9,072 46,280 14,210 25,314 2,826 31 ;
Individuals . . . . . . . . . . . . . . . . . 1,098 1,117 4,797 867 2,425 690 18 !
Corporati

.
ons . . . . . . . . . . . . . . . 630 4,148 22,388 6,110 11,315 2,128

Bahrain . . . . . .. . . . . . . . . . . . . . . . . 598 624 3,532 2,470 1,007 1 3
Individuals . . . . . . . . . . . . . . . . 487 223 800 369 396 1 3
Corporations . . . . . . . . . . . . . . . 28 281 2,150 1,907 239 -

Barbados . . . . . . . . . . . . . . . . . . . . . 374 3,749 19,317 3,857 15,388 1 /
Individuals . . . . . . . . . . . . . . . . 200 139 771 265 45 9

Corporations . . . . . . . . . . . . . . . 109 3,502 17,551 3,263 14,287 -

Belgium . . . . . . . . . . . . . . . . . . . . . . 12,264 16,896 826,995 746,165 53,115 14,242 7,7 6
Individuals . . . . . . . . . . . . . . . . 8,717 1,713 13,300 3,039 6,010 291 1,9 1

Corporations . . . . . . . . . . . . . . . 881 11,283 106,701 56,084 27,972 13,815 5,81
Belize . . . . . . . . . . . . . . . . . . . . . . . 88 1,070 3,965 3,794 155 -

"Individuals . . . . . . . . . . . . . . . . 70 6 50 2 3 3
Corporations . . . . . . . . . . . . . . . 11 1,037 3,464 3,393 72 -

Bermuda . . . . . . . . . . . . . . . . . . . . . . 1,902 19,103 88,347 27,621 48,861 4,394 1,5 7

Individuals . . . . . . . . . . . . . . . . 1,006 2,224 8,280 1,200 5,900 34 76
Corporations . . . . . . . . . . . . . . . 341 13,378 53,527 17,374 26,277 4,354 6

Bolivia . . . . . . . . . . . . . . . . . . . . . . 550 131 1,228 860 354 1
Individuals . . . . . . . . . . . . . . . . 472 116 763 429 318 1

Corporations . . . . . . . . . . . . . . . 11 3 29 28 1
-Brazil . . . . . . . . . . . . . . . . . . . . . . . 3,440 2,527 20,830 14,813 2,474 664 2,2 2

Individuals . . . . . . . . . . . . . . . . 2,846 1,322 6,808 2,477 1,378 207 2,1 7
Corporations . . . . . . . . . . . . . . . 130 803 12,226 11,481 315 40 0

British Virgin Islands . . . . . . . 432 2,825 14,393 2,569 11,541 25 2
Individuals . . . . . . . . . . . . . . . . 192 322 1,357 77 1,228 2 8
Corporations . . . . . . . . . . . . . . . 101 1,916 9,740 2,003 7,578 15 1

Bulgaria . . . . . . . . . . . . . . . . . . . . . 252 126 444 109 25 1/ 1 9
Individuals . . . . . . . . . . . . . . . . 226 122 431 105 24 T/ 1 9
Corporations . . . . . . . . . . . . . . . 10 1 4 1 - -

Canada . . . . . . . . . . . . . . . . . . . . . . . 310,976 124,055 1,814,713 842,491 715,657 130,400 18,87
Individuals . . . . . . . . . . . . . . . . 232,092 22,091 183,204 29,386 93,247 13,910 13,64
Corporations . . . . . . . . . . . . . . . 25,464 61,763 1,218,893 690,512 349,701 108,658 3,32

Cayman Islands . . . . . . . . . . . . . . . 1,023 3,765 58,953 48,515 9,042 1,039 9
Individuals . . . . . . . . . . . . . . . . 229 690 4,563 3,523 915 43 8
Corporations . . . . . . . . . . . . . . . 427 1,415 35,326 30,827 3,306 991 1

Chile . . . . . . . . . . . . . . . . . . . . . . . . 1,970 970 4,194 1,160 2,249 290 2 7
Individuals . . . . . . . . . . . . . . . . 1,567 570 2,622 596 1,528 43 2 6

Corporations . . . . . . . . . . . . . . . 86 222 743 316 214 21 2
China . . . . . . . . . . . . . . . . . . . . . . . . 1,152 813 4,157 275 1,714 261 1 3

Individuals . . . . . . . . . . . . . . . . 971 374 2,545 181 431 257 1 0
Corporations . . . . . . . . . . . . . . . 28 335 1,116~ 22 1,088 2

China (Taiwan) . . . . . . . . . . . . . . . 1,572 738 11,131 8,150 2,384 25 29
Individuals . . . . . . . . . . . . . . . . 1,376 528 2,431 624 1,234 20 2 8
Corporations . . . . . . . . . . . . . . . 20 53 717 674 33 1 /

Columbia . . . . . . . . . . . . . . . . . . . . . 2,590 746 3,798 1,550 1,757 129 2 1
Individuals . . . . . . . . . . . . . . . . 2,150 541 2,468 803 1,255 112 1 6
Corporations . . . . . . . . . . . . . . . 114 72 595 355 194 1 5

Footnote at end of table .
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Table 2---F,rm' 1042S for 1984 : Nunber of Returns, Tax Withheld, and Total Income Paid by Income Type, by

; t Type and Country of Recipient, 1984--Continued
Selected Recip e

(Money
amounts are in thousands of dollars]

37 3

Income pai d

Country or
Number o f

Forms
Tax

withheld Total Interest Dividends

I

Rents and Persona l
geographic area

1042S royalties servic e

---- (-1) (2) (3) (4) (5) (6) (7 )

. .

-

964 434 2,188 387 1,143 101 65

S
Rica . . . . . . . . . . . . . . . . .

"
d u

divi als . . . . . . . . . . .1
746 267 1,515 272 610 93 6 3

,
. . 42 25 85 3 73 8 -

Co rPo rat i ans . - . . . . . .

,echoslavakia . . . . . . . . . *,***, 405 505 2,148 278 10 2
89

242
9

1,29 1
1 29 1

Individuals . . . . . . . . . . . . . . . . 355 412 1,802 21 3

1 2 182
,

-
Corporations . . . . . . . . . . . . . . .

. . . . .

1 2
49 72

6 1
734

20 4
13,492

2
4,174 4,691 3,303 73 9

emnark . . . . . . . . . . . . . . . . .
1
dividuals . . . . . . . . . . . . . . . .

,
2,182 346 2,941 248 1,303 134 67 2

n
Corporations . . . . . . . - 79 165 5,320 490 1,786 3,045 -

ast Germany . . . . . . . . . . . . . . . . . 41 1
360

25 7
235

2,69 2
34 32

1,540
1,531

39 4
390

330
29

27 9
25 3

individuals . . . . . . . . . . . . . . . .
8 3

,
161 9 1/ 144 -

Corporations . . . . . . . . . . . . . . .
864 300 2,395 457 5-66 875 11 2

cuador . . . . . . . . . . . . . . . . . . *,* ,
I,d I v i d ua I s . . . . . . . . . . . . . . . . 742 275 1,609 266 428 360 11 2

Co rpo rat i ons . . . . . . . . . . . . . . . 2 3
310

6
227

498
939

1
238

2 1
592

476
46

-

33
I Salvador . . . . . . . . . . . . . . . . . .

indi , i dua I s . . . . . . . . . . . . . . . . 266 196 788 183 504 41 33

Corporations . . . . . . . . . . . . . . .
inland . . . . . . . . . . . . . . . . . . . . . .

1 6
683

1 0
348

40
9,352

1 1
3,773

28
1,584 -1,982 760-

Individuals . . . . . . . . . . . . . . . . 583 157 1,804 309 201 12 759

Corporations . . . . . . . . . . . . . . . 28 70 5,286 2,012 1,354 1,919 -

rance . . . . . . . . . . . . . . . . . . . . . . . 18,565 60,396 819,180 251,052 430,028 116,488 8,41 0

Individuals . . . . . . . . . . . . . . . . 13,737 5,584 64,669 12,908 16,091 20,863 8,12 7

Corpora t i ons . . . . . . . . . . . . . . . 1,012 28,875 516,711 178,130 247,206 86,472 16 7

ibraltor . . . . . . . . . . . . . . . . . . . . 87 75 264 18 236 10 -

Individuals . . . . . . . . . . . . . . . . 61 34 114 1 113
-Corpo ra t i 0 n s . . . . . . . . . . . . . . . 18 30 113 7 95 10 -

reece . . . . . . . . . . . . . . . . . . . . . . . 5,787 1,200 9,102 2,249 3,562 127 56 9

Individuals . . . . . . . . . . . . . . . . 5,147 689 6,281 1,073 2,020 117 53 5

Corporations . . . . . . . . . . . . . . . 107 115 1,131 761 368 1 1 /

uam . . . . . . . . . . . . . . . . . . . . . . . . . 368 22 243 170 52 1 /

Individuals . . . . . . . . . . . . . . . . 328 14 67 4 42 1 /

Co rporat i ons . . . . . . . . . . . . . . . 10 5 22 20 2 - -

uatemala . . . . . . . . . . . . . . . . . . . . 797 298 1,815 803 819 114 2

Indi v i du a I s . . . . . . . . . . . . . . . . 665 229 860 157 510 114 2

Co rpo rat i ons . . . . . . . . . . . . . . . 28 15 739 597 142 - -

uernsey . . . . . . . . . . . . . . . . . . . . . 330 1,340 5,427 - 1,543 3,862 5

I no i v I dua I s . . . . . . . . . . . . . . . . 74 194 918 350 555 -

Corporations . . . . . . . . . . . . . . . 209 858 3,506 1,083 2,415 5 -

onduras . . . . . . . . . . . . . . . . . . . . . 738 248 1,366 123 434 17 329

Indi v i dua I s . . . . . . . . . . . . . . . . 678 189 1,127 94 234 7 32 9

Corporations . . . . . . . . . . . . . . . 14 38 151 20 122 10 -

ng Kong . . . . . . . . . . . . . . . . . . . . 10,886 11,235 65,494 29,532 33,034 1,480 87 1

Individuals . . . . . . . . . . . . . . . . 8,386 4,285 16,980 2,235 13,139 454 78 3

Corporations . . . . . . . . . . . . . . . 695 4,876 25,448 10,828 13,344 1,019 6 3

ndia . . . . . . .
. * . . . *-- . . . -

1,645 1,413 9,603 3,213 481 2,803 46 2

Individuals . . . . . . . . . . . . . . . . 1,453 501 5,080 1,924 326 41 42 9
Corporations . . . . . . . . . . . . . . . 42 850 3,639 710 46 2,759 5
ran . . . . . . . . . . . . . . . . . . . . . . . . . 965 347 1,658 631 886 15 37

Individuals . . . . . . . . . . . . . . . . 822 264 1,192 376 681 15 27

Corporations . . . . . . . . . . . . . . . 15 1 4 l/ 4 - -

reland . . . .
'

5,776 1,633 16,870 4,0793 10,682 1,122 425

1 nd i v i d u a i s 5,174 469 4,671 554 2,069 1,097 424

Corporations . . . . . . . . . . . . . . . 148 700 8,760 3,346 5,413 1 /
-

1
Sle of Man . . . . . . . . . . . . . . . . . . 186 232 793 91 631 47 -

Individuals . . . . . . . . . . . . . . . . 127 108 367 54 241 4 5

Corporations . . . . . . . . . . . . . . . 21 54 183 6 177 -
-srael . . . . . . . . . . . . . . . . . . . . . . . 4,877 2,272 12,156 4,285 3,503 321 1,26 7

Individuals . . . . . . . . . . . . . . . . 3,949 1,241 7,161 1,417 1,647 228 1,256

Corporations . . . . . . . . . . . . . . . 140 444 2,518 2,299 116 55 -
taly . . . . . . . . . . . . . . . . . . . . . . . . 9,190 8,227 66,465 19,834 25,111 10,411 5,187

Individuals . . . . . . . . . . . . . . . . 7,710 5,064 27,906 2,992 7,167 7,327 4,959

Corporations . . . . . . . . . . . . . . . 249 2,597 29,827 12,510 15,036 2,021 15 9
amaica . . . . . . . . . . . . . . . . . . . . . . 719 89 1,204 143 217 204 13 2

Individuals . . . . . . . . . . . . . . . . 628 64 868 86 160 20 13 2

Corporations . . . . . . . . . . . . . . . 9 2 11 - 11 1 /

Footnote at end of table .
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Table 2-Forms 1042S for 1984 : Number of Returns, Tax Withheld, and Total Income Paid by Income Type
Selected Recipient Type and Country of Recipient, 1984--Continued

, b y

[Money amounts are in thousands of dollars ]

f
Income pai d

Country or Number o Ta x

geographic area Forms withheld Total Interest Dividends Rents and Perso
1042S roya It jes

serv i

(1) (2) (3) (4) (5) (6 )

Japan . . . . . . . . . . . . . . . . . . . . . . . . 12,264 130,418 1,393,545 886,476 280,717 165,819
101 1

Individuals . . . . . . . . . . . . . . . . 9,641 10,958 114,850 93,305 5,861 1 645 8 .
Corporations . . . . . . . . . . . . . . . 1,833 112,351 1,175,224 722,838 251,901

15 :
7 839 1

Jersey . . . . . . . . . . . . . . . . . . . . . . . 647 3,043 11,641 789 10,606 19
,

Individuals . . . . . . . . . . . . . . . . 149 141 483 76 406 -

Corporations . . . . . . . . . . . . . . . 152 1,415 5,865 239 5,402 -

Kuwait . . . . . . . . . . . . . . . . . . . . . . . 990 2,377 13,119 7,347 5,642 1 2
Individuals . . . . . . . . . . . . . . . . 649 631 2,202 240 1,915 1 2
Corporations . . . . . . . . . . . . . . . 89 1,141 4,899 2,757 2,074 -

Lebanon . . . . . . . . . . . . . . . . . . . . . . 1,681 720 4,922 2,017 2,172 20 5
Individuals . . . . . . . . . . . . . . . . 1,490 542 2,527 366 1,620 6 5
Corporations . . . . . . . . . . . . . . . 21 42 139 17 72 -

Liberia . . . . . . . . . . . . . . . . . . . . . . 439 2,883 23,329 14,371 8,531 40 7
Individuals . . . . . . . . . . . . . . . . 306 240 1,148 337 765 4 1
Corporations . . . . . . . . . . . . . . . 71 2,478 21,593 13,871 7,352 36 6

Liechtenstein . . . . . . . . . . . . . . . . 968 5,138 26,400 5,613 20,109 22 4
Individuals . . . . . . . . . . . . . . . . 344 1,120 4,880 584 4,202 2
Corporations . . . . . . . . . . . . . . . 222 1,744 7,039 2,503 4,040 21 3

Luxembourg . . . . . . . . . . . . . . . . . . . 2,631 8,782 90,090 46,281 42,461 2 2
Individuals . . . . . . . . . . . . . . . . 540 513 3,590 1,635 1,799 4
Corporations . . . . . . . . . . . . . . . 839 4,111 43,765 22,121 21,438 1 7

Malaysia . . . . . . . . . . . . . . . . . . . . . 1,059 169 1,119 510 466 2 2
Individuals . . . . . . . . . . . . . . . . 947 132 530 73 334 1
Corporations . . . . . . . . . . . . . . . 20 11 484 433 31 2 1

Mexico . . . . . . . . . . . . . . . . . . . . . . . 13,530 12,274 52,905 22,688 12,564 6,341 2
Individuals . . . . . . . . . . . . . . . . 11,746 5,593 23,459 5,229 8,433 5,203 2 :
Corporations . . . . . . . . . . . . . . . 376 5,283 18,031 10,446 2,429 64 6

Monaco . . . . . . . . . . . . . . . . . . . . . . . 495 1,199 5,756 1,133 3,909 6 9
Individuals . . . . . . . . . . . . . . . . 346 704 3,566 842 2,079 5 7
Corporations . . . . . . . . . . . . . . . 38 159 585 79 506 1 /

Morocco . . . . . . . . . . . . . . . . . . . . . . 187 226 1,144 208 695 2 3
Individuals . . . . . . . . . . . . . . . . 132 92 477 93 177 6
Corporations . . . . . . . . . . . . . . . 13 15 107 15 92 -

Netherlands . . . . . . . . . . . . . . . . . . 9,919 66,137 1,918,889 995,643 865,187 39,645 2
Individuals . . . . . . . . . . . . . . . . 6,040 2,934 74,874 49,987 14,902 4,328 2
Corporations . . . . . . . . . . . . . . . . 1,330 53,738 1,723,846 900,950 777,083 34,22 0

Netherlands Antilles . . . . . . . . . 3,257 18,844 2,812,549 2,619,895 115,981 62,09 0
Individuals . . . . . . . . . . . . . . . . 843 3,584 48,713 24,840 22,643 1,130
Corporations . . . . . . . . . . . . . . . 1,553 11,016 2,608,174 2,475,626 59,230 60,680

New Zealand . . . . . . . . . . . . . . . . . . 2,116 576 5,061 2,982 1,063 21 6
Individuals . . . . . . . . . . . . . . . . 1,790 235 1,846 265 687 123
Corporations . . . . . . . . . . . . . . . 83 42 320 45 212 62

Norway . . . . . . . . . . . . . . . . . . . . . . . 3,985 1,118 49,948 41,695 5,542 883
Individuals . . . . . . . . . . . . . . . . 3,345 410 3,948 449 1,344 36 8
Corporations . . . . . . . . . . . . . . . 127 478 43,197 40,145 2,671 37 6

Panama . . . . . . . . . . . . . . . . . . . . . . . 3,499 14,319 100,865 57,483 36,829 3,46 1
Individuals . . . . . . . . . . . . . . . . 1,617 2,314 12,175 4,889 6,595 24 6
Corporations . . . . . . . . . . . . . . . 954 8,388 58,855 33,340 20,183 3,137

Peru . . . . . . . . . . . . . . . . . . . . . . . . . 1,576 319 2,791 1,526 792 4 6
Individuals . . . . . . . . . . . . . . . . 1,262 241 1,876 945 577 33
Corporations . . . . . . . . . . . . . . . 37 22 100 19 27 3

Phillippines . . . . . . . . . . . . . . . . . 4,165 1,034 4,892 1,072 1,464 120
Individuals . . . . . . . . . . . . . . . . 3,597 878 4,026 660 1,101 11 8
Corporations . . . . . . . . . . . . . . . 112 34 203 151 37 1

Poland . . . . . . . . . . . . . . . . . . . . . . . 410 898 5,109 255 2,807 11 7
Individuals . . . . . . . . . . . . . . . . 376 71 2,105 130 92 14 1
Corporations . . . . . . . . . . . . . . . 11 814 2,870 73 2,677 9 0

Portugal . . . . . . . . . . . . . . . . . . . . . 1,381 1,395 28,816 3,573 24,680 40
Individuals . . . . . . . . . . . . . . . . 1,116 238 1,273 210 555 6
Corporations . . . . . . . . . . . . . . . 37 15 409 345 26 34

Puerto Rico . . . . . . . . . . . . . . . . . . 4,366 824 7,295 5,497 478 97 8
Individuals . . . . . . . . . . . . . . . . 3,842 141 668 127 393 1
Corporations . . . . . . . . . . . . . . . 266 629 6,243 5,316 30 88 7

Romania . . . . . . . . . . . . . . . . . . . . . . 149 57 328 78 18 2
Individuals . . . . . . . . . . . . . . . . 132 55 297 66 18 2
Corporations . . . . . . . . . . . . . . . 10 1 6 4 1/ -

51
816
261

71
I -

68

i 4Z'
s o

~'2

228
28

3 61368

105
105

770
64
30

422
40

98349
335

514
61 3

I /
39
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1 984 : Number of Returns, Tax Withheld, and Total Income Paid by income Type . by

ble 2---Forms 1042S for d Country of Recipient, 1984--Continued. ent Type a
,elected ReCIP I

[Money
nts are in thousands of dollars i

Co
untry or

geographic area

Saudi Arabia . . . . *-- . . . . . .
Individuals . . . . . . . . . . . . . .

Corporations . . . . .

Singapore . . . . . . . . -
Individuals . . . . . . . . . . . .
Corporations~ .-.~-

Sout h A
f

Indiv i duals .
. . . . .

Corporations . . . . . . .

South Korea . . . . . . . . . . . , . . . . . .
Individuals . . . . . . . . . . - -
Corporations . . . . . . . . . . . . -

Spai
"' : . . . . . .

I
ndividuals .
Corporations . . . . . . - . . .

S.ed en . . . . i . . . . . . . . . **--I
ndi v id

u
a s . . . . . . . . . . . . . . . .

Corporations . . . . . . . . . . . . . . .
Switzerland . . . . . . . . . . . . . . . . . .

Individuals . . . . . . . . . . . . . . . .
Corporations . . . . . . . . . . . . . . .

Thailand . . . . . . . . . . . . . . . . . . . . .
Individuals . . . . . . . . . . . . . . .
Corporations .

* :" : : :*. : :,.*. : :Turks and Caicos - -I
adi vid ua Is . . . . . . . . . . . . . . . .

C'
rporations . . . . . . . . . . . . . . .

U .S .S .R . . . . . . . . . . . . . . . . . . . . . .
Individuals . . . . . . . . . . . . . . . .
Corporations . . . . . . . . . . . . . . .

United Arab Emirates . . . . . . . . .
Individuals . . ~ . . . . . . . . . . . . .

Number o f
Forms
1042S

(1 )

3 370
2 : 85 5

65
3 571
3 : 226

119
2,554
2,30 7

52
541
435

40
5,726
4,716

25 9
6 237
5 :496

157
23 904
10 : 693

3,18 6
754
663

13
39
12
15

386
327

14
1,034

930
13

13:6, 555
94,257
12 230
1 :1 04

653
63

6,124
4,93 2

179
2,105
1,83 0

Corporations . . . . . . . . . . . . . . .
United Kingdom . . . . . . . . . . . . . . .

Individuals . . . . . . . . . . . . . . . .
Corporations . . . . . . . . . . . . . . .

Uruguay . . . . . . . . . . . . . . . . . . . . . .
Individuals . .
Corporations . : :*. .

Venezuela
-****'**-*--

I
ndivid.als . . . . . . . . . . . . . . . .
Corporations-- **,***,*, ,

Virgin
Isl

ands - U .S . . . . . . . . .
Individuals . . . . . . . . . . . . . . . .
Corporations . . . . . . . . . . . . . . .

West Germany . . . . . . . . . . . . . . . . .
Inaividuals . . . . . . . . . . . . . . . .
Corporations . . . . . . . . . . . . .

Yugoslavia . . . . . . . . . . . . . . . . .
Irdividuals . . . . . . . . . . . . . . . .
Corporations . . . . . . . . . . . . . . .

Zimbab .e . . . . . . . . . . . . . . . . . . . . .
Individuals . . . . . . . . . . . . . . . .
Corporations . . . . . . . . . . . . . . .

Other c ountries . . . .. . . . . . . . . . .I
n di viduals . .. . . . . . . . . . . . . . .

Corporations . . . . . . . . . . . . . . .

29
4

88

552
:49 2

3 0
32 6
3224

202
23
4

201
201

j/Less than 1500 .

39,
46,638
34 600

1 ~ 71 1
87

0

773
11

129
96
1 4

35 957
25 : 466
1,668

Tax
withhel d

(2 )

1,532
1,164

183
1,345

856
34 2

1 4521
:025

258
755
92

20 5
4,558
2,394
1,226
6,723
2,540
3,28 9

141,56 5
12,802
83,09 4

169
117

22
14 7

47
90

104
94
1 /

182
124

8
178,172

15,144
80,49 5

710
226
22 1

2,548
1,931

242
187

53
75

42,398
8 791

20 : 792
619
242
270
47
30
1 0

23 250
6 : 799
6,622

Tota l

(3 )

351,990
6,706

61,181
26,70 9

3,089
14,661
5,739
3,878
1 253
5,171
1 247
1 418

39 : 260
10 896

8 : 11 2
99,950
14,216
78,93 9

1,450,913
110,519
908,64 7

1,911
879
503
518
175
304
906
410
446

143,449
432

8,21 0
3,091,489

135,471
1,980,01 7

5 : 5981
946

1 258
22,151
16,400
2,886
1,789

566
78 7

963,166
150,133
629,107

2,236
929
914
166
110

3 3
263 885

40 : 823
125,663

Income pai d

Interest Di vi dends Rents and
royaltie s

(4 )

327,576
81 6

48 893
10 : 809

133
2,769

1 1 651 : 16 4
44

2,145
235
962

26,334
2 375
6 : 841

10,21 3
1,361
8,198

463,71 5
39,440

321 252
947
105
432
450
151
274
247
24 6

142,080
121

8,189
1,560,455

24,567
1,047,49 7

3 022
1 : 239

45 4
12,191
9,575
1-,068

605
161
33 5

539,477
69 984

386 : 1 54
449
326

27
20
18
2

124,289
15,278
97,440

(5 )

5 :16'3 DO
5

12,272
5,241
2 .599
1,596
3,066
1,481
1,127
2,060

151
447

6 733
3: 25 5

663
66,344
2,348

58,33 7
909,130

59,991
527,16 0

513
340

65
49

4
30

10 3
71

1
1,334

287
21

1,308,97 9
52,958

794,585
2,352

607
71 9

6,976
5,28 4

475
887
366
19 7

287,934
37,207

177,12 3
1300

186
870
107
55
29

107,327
14,858
15,007

(6 )

145
145

81
76

5
276
13 4

77,
4

13
1

1,136
319
608

13,00 6
476

12 297
55 :332

3,258
49,092

256
25 5

19
19

50 1
39

444
11
1 1

144,309
16 638

1 02 : 864
35

3
1 /

I , 2-36
235
983
234

26
208

88,437
15,756
61,64 4

41
23
1 6

3,657
47 7

1,776

37 5

Personal
service

(7 )

8,169
2,632

110
108

555
540
1/

581
54 5

3,998
3,92 4

6,988
6,795

32
4,021
2,928
1,08 7

74
64

13
13

12
1

33,651
27,77 2
5,573

15
1 5

914
82 8

40
47

47
10,942
9,266
1,086

67
6 7

5,742
5,21 4

459

Fnrt-tp t -d f t1h11
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Table I .-Forms 1042S: Number of Returns, Total Income Paid, Tax Withheld, by Selected Treaty and Nontreaty Countries
IM-Y _- .,e,n th. .., tt .1 ddl~ ~j

T.

0) M) m

T. .1 . . . . . . . . . . . . . . . . . . . . . . . . 933,512 si7m"Iaq $9,936,663 S7,W4,526 $1,N1 .722 sgo.au slol .62 8
T~.Y- td"-

..w . . . . . . . . . . . . . . . . . . . . . . . . . . . 719,183 15,M2,7a7 8,71a.327 6,MAW 892 .1N 79o.w 101,62 8
15,713 92,7% w .5% 62,209 8,874 8874 -

. . . . . . . . . . . 3 .M1 37r~ 24 .7M 12 .238 3 .M3 U19 1,51"
s g"' lo..8 1378.966 819287 59 .679 9.221 D .221 -
ca- . 305,758 2,D32,4~ 1 .227,972 804,486 97,~ 97.65o -

3,~ 18 .456 9222 9,234 1 .273 1 .272 1
Egypt 452 3,678 2,9,17 731 149 149 -

IJ57 32 .563 8,562 24 .DO1 1 .679 1 .67 9
R- . . . . . 19 .439 7G3 .7&I 186.293 517,461 54569 53689 88D
G- 14,%2 37,929 5.076 32,853 5.326 5.32 6
l,t d U51 25 5~ 58w 19.6~ 2.925 2,925;
t .. .. . . . . . . . . . . . . . 161,685 45.221 116.464 19,3u 19'3~"

tt . . . . . . . . . . . . . . 1 5,574 722 4,W 679 679=
. . . . I . . . . . 16 .657 1,840,381 ua.ml 1 .492,290 161 .185 161 .18 5

2.5G5 107,.1 68.598 38,M3 8A37 8 a37 -
. . . . . . . . . . 9 .om 1,158,252 ?4a.378 414,874 41 .962 41 .7U 178N__

. . . . . . . . . . . . 3022 3,147,131 2,975333 171 .798 22.906 22.9D6 -,,_ .,
. d . . . . 2,0~ 31 ~373 26.673 4,700 586 . 566

N-Y
6243

24,161 9,615 14,UG 2,256 2,25 6
pw,pp- 3o.681 75,999 2.574 73.425 11 .394 11,394
I .. 2 .BW 11 ~9m 2,469 9487 1 .4N 1,404
Smth At, . . . . . . . . . . . . . 2.~32 5.173 558 4.615 1 282 1 .2825.

. . . . . . . . . . . . . . .
8'358

86,667 15.554 71,113 7 .784 7,784 -
21,6a3

I ,
2W,85B 373.243 B95.615 195'~3 98,322 96 .72,

767 11 .671 9.1132 1339 296 296 -
U~IW

K'w1-
135,`t96 2,834

1'~
1,204 .o 2

9
1 .63O.M9 173,627 171 .293 2 .334

623 131:~3
1

56547 372,460 57 .361 57 .361 -
31 .111.1 1

NW ty w n ries ,
: .

3i1 83 1 87 6= 4 8B4 1,063 1063

I. , . . . .
. . . . . . . . . . . .

214,329 1,918,Q3 1,216 .3M M'M 149.554 1494 U
6.351 17.70D 8,233 9.467 2 .217 2.21 7

a~n 2,303 72.96D 36 .127 36,W3 101~ 10 M4
B- 575 5.677 1'U8 4 .029 9~ 954
B- .w 1,713 176,131 132~5W 43,545 12,568 12 .568w..' . .. -. . . . . 3 .87,1 15.U5 7 .6W B~M5 2 .025 2 .025
&hM V"g.='i.. . . . . . . . . . . . . . . . 517 10,813 1,908 8 .905 2,396 2 .3 %c." 1,

M6 DO 776
78 188

12,588 3,413 3,41 3H~, K., .
1 I'

687
I
25 491 451413 M .076 11,571 11 5715 .

IMt " :128 5 .812 t 1 .316 2.386
,

2 386j_Y . . . 42, 12,W 1 .757 10923 2W7
,

2 97 7K.. .. . . . .. . . . . . 24 .175 17,603 6 .572 1 .928
,

1,928
ut-tt . . . 3M 23 U6 14037 Mg 2M8 2 . 8L~t,n- 857

1
7~4W 4~978 12,5M 3,739

,
3 .739M- 74~950 209 .810 35 .~ 174 4(Xi 3D,763 30,763

ZZ
3,91 9
6 513

1(Xt,128 54,601 51 .527 14.M 14 .M O

P- R. . .
,

3 729
19 .051 914 18137 2.791 2,79 1. . . . . . . . . . . . . . . .

S..
'

,
71 43

W5
J

1.692 3
'61

323 323

S,n~-
.

3 62
202 21

, ,
97,0 96 369 1 36 9

S-
1

~
93,378 69,W5 4.07a MN 1 .1w

. 8 '55 41,80D 17.380 24.420 5~469 6,46 9. . . . . . . . . . .
U~~ A,lb E--

I WB 5312 2.331 2~981 799 799V , . . . . . . . . . . .
~ 7"

269 0
8:

26a 3M 678 201 20 1I . . . . . . . . . I-, . . . . . .
2V~ --ty -i~

5,137 6
64

21 21 7 12895 8,322 2.310 2,310_ . . . . . . . . . . ,N3 M2,425 177.879 154,U6 30.189 M.169
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T ble 2-Forms 1042S : Number of Returns, Tax Withheld, and Total Income Paid by Income Type, by Selected Reel,,,T;pe and Country of Recipient
(money -s are in thouminds of doilaml

F-

:"

1)
All

--;

M 3) 4)

'4'

)

-

M M

1

dduffld~. tow . . . . . . . . . . . . . . . .
nmM. 3512 M-094 17-5G1,111 9

T

,853 .256.2

-

r

.61 . 75 8911 3748
-

M
7

. . . . . . . . . . . . . . . . . . . . .
C-, . . . . . . . . . . .

764.3W

6B2

9ul 06 0
552

M1 .153 ,Oa5
U

2 5 ,040
,

5N 39
,

4 7
4

748 3744 7.q,.A,

6 13S
7

: 7
,650 590

:
16433El 164 33

.6
1758 8

9

O
987

.
- 510.

. . . . . . . . . . . . . . . . . . . . . . .
.

. 5 3
2, 121 7
1 581

w11 602

.

2
9

2 1 4.014 -lls

. . . . . . . . . . . . . . . . . . . . . .C.
::.

. ,
435

,026 2 ,8W
2

m

1

01 4Au,
.. . . . . . . . . . . - . . . . . . . . . . 5,713 8 874

q
2,09 2

92 799

1

.755 7 5 -
"~au~ . . . .

=
1 13 .568

.
2M7

.
16,957

.14 9
1 <313

,849
4 270

,557 7
C.'. . . . . . . . . . . . . . I . . . . . . .

Auima

M
:573 2.129

'
23,135

,
6,609

51 8
15 926

73 :

6V. . . . . . . . .
~dua~ *1 ~ I ~ . . .

3901
2:960

.019 7.006 .497 855
,
68 27-

4 5X

C . am. . . . . . . . . . . . . . . . . . . . . . 208
298
Q3

7,416 ,028 .999 9 27
"

Bm-dl . . . . . . . . . . .. . . . . . . . . . . . 2303
14,577 1 .082 ,288 68 - 0. . . .

MorviouW. . . . . . . . . . . . . . . . . . . . . . . . .
.
. 1 247 Us

,9so 845 ,454 3 6
Calm . . . . . . . . . . . . . . . .

,
554 5 861 2 57

322 713 1 3
;-ain .6

,
52()

, 6
05 95

,100 ,102 8 - 3

363 131
. 78

3
n

9
s 4

4
1

336 3524
33 54
380

0 s 4
B.aa-

hdh~ ou .
'7~ 5

.
5,611

,
t .
728

2 a
917

-
4

-
. . . . . . . . . . . . . .

Carlam. . . . . . . . . . . . . . .
460
57

17 ,938 03

.

02 4
6

906. . . . . . .
Bet0i.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,948

49
9 .221

.41 0
9m878

1.
1 1 1"

- - )
-
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Table 2-Forms 1042S : Number of Returns, Tax Withheld, and Total Income Paid by Income Type, by Select ad Recip,Type and Country of Recipient-Continued
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Foreign Recipients of U .S. Income, 1988

During 1988, the amount of U .S. source income paid

to foreign,persons- rose dramatically. This was the result

of record inflows of foreign direct investment into the
United States, strong net foreign purchases of U .S .
bonds, and large inflows of foreign capital to U .S. banks
to meet the surge in credit demand . The total amount of
income paid to foreigners exceeded $31 .8 billion during

1988, a 40 percent increase from the previous year. U.S.

taxes withheld on this income rose 30 percent to $1 .7

billion.

Payments to Japanese recipients increased nearly 89

percent from 1987 to a total of $8.4 billion. This repre-
sented more than 26 percent of the total income paid .
Residents of the United I(Ingdorn received $4 .8 billion in
payments during 1988, an increase of 13 percent.
Canadian recipients received nearly 81 percent morethan
in 1987, $3.1 billion . Payments to these three nations
constituted more than half of the total .

The Internal Revenue Code imposes a 30 percent
withholding tax on dividends, interest, royalties, and
various types of fixed, determinable, annual, or periodic
income paid to foreign persons (I ] . When the withholding
tax was first introduced in 1936, the statutory rate was 10
percent The House Ways and Means Committee had
rejected a possible 22.5 percent rate as a deterrent to
foreign investment, The statutory rate was raised to 30
Percent during World War 11 for the purpose of generating
revenue for the war effort . The former rate has never been
restored by Congress [2].

Over the years, the required amount of withholding has
been modified for certain types of income . In fact, during
1988, less than 6 percent of all income paid was subject
to the statutory rate of withholding. Some types of income
have been exempted fro

"
m withholding altogether. For

example, the Deficit Reduction Act of 1984 expanded the
interest exemption beyond bank deposit interest to in-
clude portfolio interest payments made to foreign per-

sons . This exemption was effective for all qualified debt
issues made after July 18,1984. The Act Was intended to
reduce borrowing through tax haven countries, and to
encourage U.S. corporations to borrow foreign funds
through direct Eurobond placements 131 . The interest
paid on these new issues was exempted from withholding
tax regardless of the recipient's country of residence. The
amounts, however, still must be reported on Forms
1042S, Foreign Persons' U .S. Source income Subject to
Withholding.

A second way that reduction in the statutory rate has
occurred is through use of tax treaties . These have been
negotiated between the United States and other countries
resulting in a reduction of the rates at which residents of
either country are to be taxed on certain classes of income
earned in the other. They were developed as a means to
avoid double taxation on this income. The 'Tax Treaties'
section of this article contains a further discussion of this
subject.

Finally, it should be noted that any income that is
,effectively connected' with a U .S . trade or business is
exempted from the withholding of tax under these regula-
tions. For this type of income, the foreign recipient is
required to file a U.S. tax return (Form 1120F for foreign
corporations and Form 104ONR for foreign individuals)
which consolidates all U.S. source income for the tax year.
Deductions may then be applied and taxation is at the
same graduated rates which are applicable for other U .S .
taxpayers . The income which is reported on Forms
1 042S, however, is taxed at a flat rate on the gross amount
of each payment .

Generally, the person who pays or conveys the U .S.
source income to the foreign person is liable for the tax
and must withhold. An authorized withholding agent may
be appointed by the U .S - payer after notice of the appoint-
ment is given to the IRS. The Form 1042S is filed by the
withholding agent and details information such as amount
and type of income, country and type of recipient, and
withholding rate and amount of withholding.

*Foreign Returns Analysis Section . Prepared under the direction of Chris R. Carson, Chief . 389
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During the 1980's, two other legislative changes relat-
ing to withholding on U .S. source income paid to foreign-
ers were enacted . The Social Security Amendments of
1983 required U.S. tax withholding on certain benefits
paid to foreign persons beginning in 1984. At the same
time, the Railroad Retirement Act of 1937 was amended
to require withholding on similar payments to foreigners
made under that act.

TAX TREATIES

Residents of certain foreign countries may be entitled
to reduced rates, or exemption from taxation, under an
applicable tax treaty between the recipient's country of
residence and the United States 141 . Generally, the
foreign residents must notify the withholding agent that
they are residents of a country with which the United
States has an income tax treaty and, therefore, they are
entitled to the treaty benefits. In certain instances, how-
ever, benefits are granted solely on the basis of the
recipient's address. Treaty exemptions or reduced rates
vary according to country and type of income. If there is
no applicable tax treaty and the income is not exempt from
withholding, then tax is withheld at the statutory rate
(generally 30 percent on most income types) .

Tax treaties were developed as a means of avoiding
double taxation of income earned in one country by a
resident of another. Presumably, overall losses from
reduced withholding taxes on payments to residents of
treaty partners would be roughly offset by a reduction in
the amount of foreign tax credit claimed by U.S . persons
against their U.S. income taxes on payments received
from the treaty nation . However, this sort of reciprocity is
not necessarily present in all treaty relationships.

When U .S. source income is paid to a foreign nominee
or fiduciary in a treaty country on behalf of a person not
entitled to benefits underthe treaty, additional withholding
may be collected by the country in which the nominee is
located. The purpose of this is to prevent residents of
non-treaty countries from taking advantage of the lower
withholding rates of treaty countries . The additional tax is
held by the government or withholding agent until the
ultimate recipient provides proof of residency in that
country. If residency is not proven, this tax is remitted to
the United States (as shown in Table 1, Column 7) . These
amounts are not recorded in Figures A and B or elsewhere
in this article because they were not reported on Forms
1042S . An exception to this is made in the case of Canada
which remits any additional withholding in the year in
which it was received.

Figure A shows a comparison of the effective rates of

withholding on Payments to recipients in trean,
C40and those in non-treaty countries . The effectii,

taxation is the amount Of taxes withheld as a pe a rals,0
of total income paid . Both rates decre- rcer"O.,
1987 ad Slight~f,4. The primary reason for this was that a higtiti ,proportion of the income paid to all recipients was -
categories which were exempt m -- AOluing.
poses of this analysis, the Netherlands Antilles It Fo

r
as belieretained as a treaty nation despite the Partial termin i

of the United States-Netherlands Antilles t QIR

on January 1 1988 The wilthlddi reaty b!g1nn
N

I ng rate on
and royalties jumped to 30 Percent as of this date. Ha. 1
ever, me largest share of Antilles income was relajr4
party interest and the provision Of the treaty whl~r
exemptedthis income from withholding remained infor%

Figure A .-Total Income Tax Withheld, and Effective U.S,
Withholding Rates for iVeaty and Nontreaty Countries,
1988.
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TAX HAVEN S

A tax haven is a nation which affords secre . Icy to inves- X
tors and permits the accumulation of wealth without ani
significant burden of taxation. Some of the characteristiev
of tax havens include : I

• Income taxes imposed at a lower rate than those
of the countries whose taxpayers utilize it .

• Financial and commercial information kept con-
ficiential . I

Currency controls not imposed on foreign nation .
als.

0 Low or zero withholding on most or certain classes
of income paid to foreign recipients ,

Tax haven countries typically benefit by imposing taxes
at low rates or collecting certain fees, such as those from
incorporation . Through the Deficit Reduction Act of 1984
and other legislation, Congress has attempted to limit the
use of tax havens as a shelter to U.S . income taxes.
Therefore, many treaties now deny benefits if those
benefits flow through to residents of a third country (al-
though a number of exceptions do exist) [5] .
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which was paid in 1987 . The bulk of this increase CC-

.
Figure B shows the percentages of selected income nterest payments, which rose by nearly 55
pas paid to tax haven and non-tax haven countries curred in i e influenced this

ty o the total [61 . The higher percentage of percent. Several factors appear to hav

compared I, , paid to the tax haven countries highlights increase . As the U .S . prime lending rate increased more

interest income
e of funds for many U.S. corporations . than Eurodollar rates, U .S . borrowers switched to over-

their use as a soufc seas sources for funds . Also contributing to the strong
a 24 percent increas e

Figure 8percentage of Total Income Paid to Tax Haven
and Non-Tax Haven countries, by Selected

income Type, 1988

Percentage

66 All Countries
Tax Haven Countrie s

M Non-Tax Haven Countries

30 3 1

Type of Income

A practice which the United States has sought to curtail

is 'treaty shopping .- Taxpayers sometimes are able to
'shop' into benefits which would not normally be available
to them . To this end, a taxpayer generally interposes a
corporation in a country that has an advantageous tax
treaty . For example, if there is no treaty directly between
the United States and Spain but one exists between both
countries and the Netherlands, then a Spanish resident
could establish a Dutch entity . The Spanish capital in-

vested in the Dutch company would be reinvested in the
United States . U.S. treaty-benefitted income would flow
to the Dutch company, and the subsequent payments
from the Dutch subsidiary to the Spanish investor would
benefit from the Netherlands-Spain treaty . Certain

provisions have been developed to ensure that only
legitimate recipients may be able to take advantage of

treaty benefits [7] .

DATA HIGHUGHTS

During 1988, more than $31 .8 billion in U.S. source

income payments were made to foreign recipients . This

represents an increase of 40 percent overthe $22.7 billion

increase in interest payments w-
in U .S . Treasury securities held by both private foreigners

and foreign financial institutions. Furthermore, as the
dollar stabilized in exchange markets, the interest rate

differential favored U.S. bonds over Japanese or West

German bonds. Net purchases of outstanding U .S . cOr-

porate bonds by foreigners increased fivefold during

1988 . Demand was particularly strong from West Ger-

many and Japan [8] . Refer to the -Country of Recipient'

section of this article for further information.

The continuing economic recovery in the United States

during 1988 made investment in this country attractive .

Foreign direct investment in the United states increased

21 percent in 1988, following a similar 23 percent increase

in 11987 . This was heightened by heavy acquisitions of

U.S. companies which were financed from abroad (91 .
Many foreign multinationals have increased their U .S .

holdings as a means of pursuing a strategy of global

expansion-and diversification.

TYPE OF INCOM E

U .S . income paid to foreigners rose by more than $9

billion from 1987. For reasons discussed earlier, most Of

this increase can be accounted for by the increase in

interest payments. The $6.2 billion Increase in this

category represents over 68 percent of the increase in

overall payments.

Figure C shows the percentages of income paid and
the taxes withheld on various types of income . While

interest continued to be the predominant type of income
paid, representing 55 percent of the total, tax withheld on

interest payments accounted for only 16 percent of the

total . There are two principal explanations for the dis-
proportionate taxation of interest payments . First, the

Deficit Reduction Act of 1984 removed withholding on
most interest payments to foreigners. Furthermore, many
tax treaties reduce or nullify withholding on interest pay-
ments to residents of those countries.

Though the annount of dividends paid increased in
absolute terms from 1987, dividends as a percentage of

total income decreased by more than 5 percentage

points. This is perhaps explained by a hesitance among

foreigners to re-enter the U .S . stock market after the

collapse of October 19, 11987 . Foreign demand was

I I ilit
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other

Figure C
Percentage of Total Income Paid, by
In-come Type, 1987 and 198 8
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depressed following the crash and the subsequent
recovery in U .S . stock prices was somewhat less than that
in Japan, West Germany, France, and Switzerland [10] .
While dividend payments totalled nearly 30 percent of the
income paid, tax withheld on these Payments represented
almost 69 percent of total tax reported. This is the case
because, in contrast to interest, dividend payments are
rarely exempt from withholding .
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TYPE OF RECIPIENT $uch
a

large increase may be explained in part by the vast
nearl two lapanese investments in the United States, inrease in ~ IDuring 1988 thi d, s of U .S. income

inc
foreigners was received by corporations 0 form of both securities and foreign direct investment .

Paid to I
. Howeve , I

total tax withheld on this income amounted I r, the in recent
years, Japanese firms have dramatically in-

percent Of the total, making the effective 0 only.'6Q, creased their direct holdings in the United States. The 52

tax rate for i
. direct investment from Japan in 1988

. ncrease incorporations 4 6 percent On
'r

. . eason for the I
taxation was that corporatio ow rate of,

Ins received 60 Percent of the
income from interest (which is generally subject to lero ...low tax withholding) and just 28 Percent of their income,from dividends . Also. direct investment dividends.(dividends paid on the investment of a parent company in,
a subsidiary) were subject to lower withholding rates than
Portfolio dividends under most tax treaties. Co rporgia,
recipients accounted for the bulk of the increase in income
paid from 1987. There was a 70 percent jump in payme -
received by corporations in 1988 .

me

After'borporations, the second largest amount of U .S,
source income went to nominees and fiduclaries, $3:2
billion . These organizations had a total of $0.2 billion in
taxes withheld, an effective tax rate of 6.4 percent,

Individuals were paid a total of $2 .8 billion, of which
more than $0.2 billion in tax was withheld . This represents
an effective rate of withholding of 8.6 percent.

The average Payment made to foreigners during 1988
was $24,21 0 and the average amount of tax withheld was
$1,297 . The recipient type that received the largest
average income Payment continued to be government or
international organizations, at $2,356,837. The second
largest average Payments went to corporate recipients,
$257,624. The amount of the average payment to a
corporation increased 45 percent from 1987. The
average payment received by an individual was $2,704,
an increase of roughly 8 percent.

COUNTRY OF RECIPIENT

Historically, foreign investors have come to the United
States for several reasons, including the safety of invest .
ments in this country . By 1988, the dollar had decreased
in value by up to 50 Percent against certain currencies
since its peak earlier in the decade. In addition, the Tax
Reform Act of 1986 reduce cl the maximum corporate tax
rate from 46 percent to 34 percent, making it the lowest in
the industrialized world [1 1

In 1988, for the second year in a row, Japan received
the most U .S . source income. Payments to Japanese
residents increased by nearly 89 percent from 1987 to 3 .
total Of $8 .4 billion. This figure represented more than 26
percent of the total income paid to foreign recipients,

d e during 1987.a 31 percent increas Most of
:eIs huge trade surplus is simply redirected to the

United States in the form of purchases of Government andJ'P'r'
other securities. Foreigners have been purchasing in-
ressingly large percentages of U .S . Treasury securities .

It is estimated that up to one-third of new issues of
Treasury securities in 1988 were purchased by foreign

persons [121 .

Figure D tracks the increase in U .S . source income
payments to Japan from 1980 to 1988 . In current dollars,
these payments increased more than 800 percent during

that time .

Figure D
U .S . Source Income Paid to Japan
1980 Through 1988
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Calendar Years

Adjusted to 1982 dollars.

The recipient of the second largest amount of U .S.
source income was the United iqngdom. Morethan$4 .8
billion in income was paid to recipients in the United
I(ingdOm, an increase of more than 13 percent.

Canadian residents received more than $3 .1 billion in

393

income during 1988, the third largest amount . This is
nearly 81 percent more than in 1987. There was an
increase of more than 400 percent in dividends paid fro m

companies . ThereU.S. subsidiaries to Canadian parent
was also a near doubling of interest payments to Canada .

Other nations which witnessed large increases in U .S .
source income during 1988 included France, where in-

85 percent, primarily in dividendscome rose by almost
paid to French parent corporations. Income payments to
the Netherlands rose by almost 25 percent. The bulk of
this increase came in interest payments.

Recipients in the Netherlands Antilles received almost
$1 .6 billion, a decrease of 9 percent from 1987. This
continued the declining trend since the peak during 1984 .
Tax law changes enacted during that year attempted to
discourage the utilization of Antilles corporations as finan-
ciers for Anteirican corporations . Payments have been
halved since then.

Figure E details the countries which received the
largest percentages of retirement payments from the
United States. While the income in this category in-
creased roughly 8 percent from 1987 levels, the percent-
ages paid to the different nations remained virtually the
same.

Figure E
Percentage of Social Security and Railroad
Retirement Payments to Recipients In
Selected Countries, 198 8

Canada Mexico
22.9% 19.1%

Other ,A7\\\,,,,.l Philippines
Countries 1 7.8 %

27.6%

Total Income Paid : $853 Million
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TAX WrTHHEL D

The overall effective tax rate for 19BB was 5.36 percent,
down from the 5.75 percent in 1987 . This rate is much
lower than the statutory rate for several reasons :

0 Tax treaties allow for lower tax rates on certain
types of payments made to residents of certain
countries.

0 U .S . income paid to foreign government organiza-
tions is generally not taxed .

• Most U .S . income paid to foreign private founda-
tions is taxed at only a 4 percent rate.

• The statutory rate for social Security and railroad
retirement benefit payments only applies to rough-
ly half of this income .

e The Tax Reform Act of 1984 removed the withhold .
Ing tax on most types of portfolio interest.

These factors result in a considerable variation among
countries, income types, and recipient types, as to the
effective U .S . withholding tax rates.

Figure F ranks the 15 countries with the lowest effective
U,P. withholding rates for 1988. Taxes withheld by foreign
governments or withholding agents are not included in
these statistics because such information may not ac-
curatety be attributed to a particular calendar year . These
taxes, however, are summarized in Table 1 .

Many non-treaty nations had lower effective tax rates
than treaty countries. These nations typically had high

Figure F.-Ranking of Countries with Lowest Effective U .S .Withholding Rates, 1988.
[money arnounis are in thousands ot dollara l
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11 .11 3
1 .576.516

18 6
29.315

1 67
1 86

Kuy~. ... .... .... .... ... ... .... .... ... .... ...
Ney, Zealand

186,428 3.668
.

1 .9 7. .... ... ... .... .... ... .... ...
B.1g,u . ... .

60,076
1 1

1 .307 2.1 8.. ..... ... ... .... ... . .. ... ..... .. 874 .96

percentages of income received in categories which w,,~
. I

Corporations received the bulk of the payments made
exempt from withholding for all nations. If a treaty Si,pl foreigners, Corporate rec4pients received nearly $21
reduces rates of withholding rather than exempting jr, to ing '1988-
come from taxation, non-treaty nations which rac,k .' billion durl

t_1 IPredominance of tax-exempt income Could have a lower. The total amount of t
.
ax withheld on all payments rose

overall effective tax rate. billion While the statutory rate Of

The country which had the lowest effective withhorate for 1988 was Oman . 'UN
percent of the income paid to This was because over 99

recipients in that nation were
exempt from withholding. The bulk of income PaidtoOman (71 percent) was for capital gains, on which incorall
no taxes were withheld . United Arab Emirates (UAP . the
perennial leader in this category, had the second lowest .
effective rate of withholding. Like Oman, over 99 percent
of the payments to UAE recipients were exempt from the
withholding of tax Although payments to the LAE we4.
admost evenly split between interest, usuaitpexempt from
withholding, and dividends, rarely exempt from withhd6t
ing, the largest recipient type was government organiza ;
tions, which are generally exempt from withholding
regardless of the type of income paid.

The total amount of tax withheld reported on Forms
1042S during Calendar Year 1988 was $1 .7 billion. This
represents an increase of more than 30 percent from
1987. The countries for which the most taxes were with.
held were the two that received the largest amounts of
payments. Withholding on payments to Japanese
recipients rose more than 76 percent to over $510 million.
Recipients in the United Kngdom had the second largest
amount withheld, at $225 million .

SUMMARY

The tremendous increase in U.S. source income paid
to foreign recipients is a reflection of the amount offoreign
capital and investments which flowed into this country
during the middle to late 1980's. Total payments to
foreign recipients rose 40 percent in 1988 to a level of
$31 .8 billion . Japan, for the second straight year,
received the largest amount of payments, $8.4 billion .
The 89 percent increase in payments to Japan in 1988
followed a 56 percent increase in the previous year .

Interest payments were the largest component of U .S .
source income payments. These payments represented
55 percent of the total during 1988. Recent legislation,
such as the Deficit Reduction Act of 1984, which ex-
empted most interest payments from withholding, has
aJlowed easier access to world capital markets. Conse-quently, many U.S. corporations have sought foreign
sources of funds.

30 percent to `0 - - I
wanholding remained

30 percent on most types of in-

come, the overall effective withholding rate was substan-

tially lower, at 5 .36 percent .

DATA SOURCES AND LIMITATION S

payers of most U .S . source income to foreign persons
must have taxes withheld in accordance with the internal

Revenue Code (as modified by tax treaties) . Form I G42S,

Foreign persons'u.S . Source Income Subject to Withhold-

ing, I. S filed by the withholding agent to repon the amount
of this income and the tax Withheld . Often a financial
institution acts as the payers withholding agent .

The statistics in this article were tabulated by calendar
year, based on all Forms 1042S filed with the IRS for

calendar year 1988. Forms for Calendar Year 1988 were

filed up to the deadline of March 15, 19a9 . The amounts
shown are the income paid and the tax withheld except
for tax withheld by foreign governments and withholding

agents . This additional tax cannot be attributed to
specific types of income or years and is included only in

Table 1 . All other figures for taxes withheld and percent-
ages exclude taxes withheld by these governments or

agents .

Income that is effectively connected, with a U .S . trade
or business is not subject to the withholding tax, and,
except for reporting errors, is not generally included in
these statistics. Bank deposit Interest is also excluded
from the statistics in this article .

Because adl Forms 1042S are included in the statistics,
the data are not subject to sampling error. However, the
data are subject to non-sampling error, such as computer
data entry error and minor taxpayer reporting errors . A
limited computer program was used to test the data for
certain basic numerical relationships, including the cal-
culation of the correct tax withheld. In addition, Forms
1042S with income amounts greater than $2 million were
manually verified.

EXPLANATION OF SELECTED TERMS

Eurobond.-- Eurobond placements are U.S. corporate

bonds placed in foreign markets that are denominated
and sold in dollars and that also yield dollar interest .

Foreign Person- For purposes of this article, foreign
persons include (a) individuals whose residence (for tax
purposes) is outside of the United States and who are not
U.S. citizens ; and (b) corporations and other organiza-
tions, including partnerships, private foundations, es-
tates, trusts, and charitable organizations, created or
organized outside the United States. Persons residing in

Puerto Rico and other U.S. possessions are also con-
sidered foreign persons for purposes of the income and

withholding tax.

Foreign Tax Credit- U .S . persons are subject to U .S .

tax on their worldwide income. The portion of this income
derived from foreign sources is also generally subject to

tax by the country in which it was earned. In order to avoid
double taxation on this foreign source income, U .S . tax

law allows for a dollar-for-doliar credit against U.S . income

tax for foreign income taxes . In general, this credit is

allowed up to the amount of the U .S . tax on this foreign

source income . The credit is subject to a number of other

limitations 1131 .

Income Effectively Connected With a U.S. Trade or

Business.-Income that is effectively connected, with the

conduct of a trade or business in the United States is
exempt from withholding tax This income is taxed at
substantially the same rates that apply to U .S . citizens,

residents, and corporations, When a foreign corporation,
for instance, has a business operation in the United

States, it has to file a U .S . income tax return on Form 11 20F
and pay appropriate taxes on the income of this operation
(including branch profits taxes) . When this income is later

remitted by the U .S . branch to the foreign parent corpora-

tion, it is generally not subject to further U .S . taxation .
These amounts may be erroneously reported on Forms
1042S, but the extent of their inclusion in these statistics
is unknown but it is believed to be insignificant .

Nominee and Fiduciary-An entity chosen or ap-
pointed to accept income for, or act on behalf of, the

beneficial owner of the income. Typically, a financial

institution acts as a nominee or fiduciary .

Withholding Agent-Any person (individual, corpora-
tion, partnership, estate, or trust) required to withhold tax.
Usually the withholding agent is the payer of the income
or a person (usually a financial institution) acting on behalf
of the payer. A foreign nominee or fiduciary required to
withhold additional tax under a tax treaty is also a with-
holding agent. Foreign gavernments may act as with-
holding agents by withholding additional taxes on
persons who are not entitled to the treaty rates.
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U .S . source income includes, but is not limited to,
interest, dividends, rents, royalties, capital gains,
and compensation for personal services paid to
foreign persons from sources in the United States .
Many of these types of U.S. income are subject to a

[I]

withholding tax at the source. Bank deposit interest
and income *effectively connected' with a U .S . trade
or business are not Subject to this withholding .
Many items of income are also exempt under
statutes or bilateral tax treaties, but must be reported
by withholding agents. IRS Publication 515, With-
holding of Tax on Nonresident Aliens and Foreign
Corporations, contains a further clarification of the
income subject to withholding .

[21 Bischel, Jon E ., ad. Income Tax Treaties. New York :
Practising Law Institute, 1978.

Prior to the passage of the 1984 Act, many U.S.
multinational corporations sought to borrow funds
in the Eurobond markK where interest must be
payable free of tax . U .S . corporations would estab-
lish a finance subsidiary in the Netherlands Antilles .

[31

These subsidiaries borrowed funds in the Eurobond
market and loaned that money to the U .S . parent .
The interest payments from the parent to the sub.
sidiary were largely exempt from U.S . withholding
under the U.S. treaty with the Antilles. And the
payments from the subsidiary to bondholders were
exempt under Antilles law. With the 1984 Act, all
portfolio interest payments were exempted, there-
fore eliminating the necessity of borrowing through
the Antilles .

[4] For a complete listing of all current U.S t-. treatiessee IRS Publication 515, Withholding Of 7aX on Noresident Aliens and Foreign Corporations. n-

[51 Chin, Felix. Tax Havens: A Selected Bibliog
Monticello, IL Vance Bibliographies, 1980. leptv

16] Starchild, Adam . Tax Havens. New Rochelle, NY:Arlington House Publishers, 1979. The tax h,ensused in creating Figure 8 were taken from this'
source and include: Bahamas, Barbados, Bar;muda, British Virgin Islands, Cayman Islands, Hong
Kong, Uberia, Uechtenstein, Netherlands Antilles,
Panama, and Switzerland .

[7] Chin, p. 30.

[8] Scholl, Russell B ., 'The Investment Position of the'
United States in 1988,* Survey of Current Business,
U .S . Department of Commerce, Bureau of Economic
Analysis, June, 1989, p . 44 .

191 Ibid., p. 45.

[11 01 Ibid ., p . 44.

[111 Fierman, Jaclyn, 'The Selling Off of America,, For.
tune, Vol . 144. December 22,1986, p . 49.

[1 2] Scholl, p . 44.

[13] For a further discussion of the foreign tax credit, see
Redmiles, Melissa, 'Corporate Foreign Tax Credit,
1986 : An Industry Focus,, Statistics of Income Bul .
letin, Fall, 1990, Volume 10, Number 2 .
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Table 2 .-FDrms 1042S: Number of Returns, Tax Withheld, and Total Income Paid by Income lype, by Selected Recipient1Vpe and Country of Recipient-Continued
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U.S . Partnership Income of Foreign Partners

Con tent s

Introduction, p . 401 -

1989 Tables :

Table 1 : 1989 Foreign Partner Income
and Tax Withheld as Reported on Form
8805, by Partner's Country of
Residence, Recipient Type : Summary,
p . 403 .

Table 2 : 1989 Foreign Partner Income
and Tax Withheld as Reported on Form
88o5, by Partner

,
s Country of

Residence, Recipient Type :

individual, p . 405 .

Table 3 : 1989 Foreign Partner Income
and Tax Withheld as Reported on Form
8805, by Partner

.
s Country of

Residence, Recipient Type :

Corporation, P . 407 .

Table 4 : 1989 Foreign Partner Income
and Tax Withheld as Reported on Form
8805, by Partner's Country of
Residence, Recipient Type :

Partnership, p . 409 .

Table 5 : 1989 Foreign Partner Income
and Tax Withheld as Reported on Form
8805, by Partner's Country of
Residence, Recipient Type : Other, p .
410 .

The Tax Reform Act of~ 1986 created an

obligation for U .S . partnerships to withhold

income tax on effectively connected taxable
income deemed allocable to foreign partners .

The U .S . partnership must file a Form 8805 for

each foreign partner . This form identifies the

partner by nam%oaddress, and organization type

(individual, rporation, partnership, or

other) . The amount of income attributable to
that partner, as well as, the amount of tax
withheld on that Income is specified, also . The

United States partnership must file a Form B804

for itself. This return lists the amount of
income attributable to foreign partners as a
whole, and the amount of tax withheld from that

income .

This section presents information from five

tables . The tables below list income amounts

attributable to foreign partners and the tax

withheld . There Is a separate table for each

different recipient type and a summary table .

Recipients are differentiated by organization

type : individual, corporation, partnership, or

other . The tables present partner-level

information by country of residence of each

partner .

. Form 8804, Annual Return for Partnership

Withholding Tax (Section 1446) (P . 522 )

. Form 8805, Foreign Partner's Information

Statement of Section 1446 Withholding Ta x

(p . 522 )

* Form 8813, Partnership Withholding Tax Payment
(Section 1446) (p . 523)

401



TABLE 1 : Foreign Partner Income and Tax Wit~hheld as Reported on Form 8805, by
Partner's Country of Residence, 198 9

Summary of All Recipient Type s

NUMBER OF GROSS
FORMS 8805 INCOME

COUNTRY FILED (OR LOSS )

Il l

All countries . . . . . . . 32,43 2

Argentina . . . . . . . . . . .

Australia . . . . . . . . . . .

Austria . . . . . . . . . . . . .
Bahamas, The . . . . . . . .

Belgium . . . . . . . . . . . . .

Bermuda . . . . . . . . . . . . .

Brazil . . . . . . . . . . . . . .

Canada . . . . . . . . . . . . . . 2 ,

Canary Islands . . . . . .
Cayman Islands . . . . . .
China, People's Rep .
Colombia . . . . . . . . . . . .
Comoros . . . . . . . . . . . . .
Costa Rica . . . . . . . . . .
Cyprus . . . . . . . . . . . . . .
Denmark . . . . . . . . . . . . .
Egypt . . . . . . . . . . . . . .
Finland . . . . . . . . . . . . .
France . . . . . . . . . . . . . .
Germany,Dem Rep-East
Germany,Fed Rep-West 25
Greece . . . . . . . . . . . . . .
Guatemala . . . . . . . . . . .
Hong Kong . . . . . . . . . . .
Ireland . . . . . . . . . . . . .
Israel . . . . . . . . . . . . . .
Italy . . . . . . . . . . . . . . .
Japan . . . . . . . . . . . . . . .

13
58
15
29
82
22
1 6

249
30
23
17
8 0

4
7

22
7
6
6

I

1 21

TAX

WITHHELD

13 1

347,954,233 118,359,36 4

212,851 61,010
5,868,920 2,200,28 9
30,879 13,226
294,085 116,121

6,214,911 2,066,389
5,017,870 5,298,18 6
172,239 78,912

25,356,196 9,988,975
655,360 193,593
481,831 164,411
200,309 56,493
476,306 224,751
107 235

77,130 25,942
3,090 936
42,962 15,064
5,367 1,886

352 12,285,391
7 29,746

278 144,696,380
22 429,738
4 29 5
69 2,525,783
97 217,978
40 485,246
18 579,34 8
585 33,391,249

4,152,052
8,32 9

43,599,878

141,987

377
851,213
61,034

177,730
188,62 4

11,641,967

SECTION 1445 SECTION 1446
CREDIT CREDIT

TOTAL TOTAL

15 ]

8,241,657 110,117,707

61,010
2,200,28 9

281 12,945
- 116,121

538 2,065,851

- 5,298,186

4,382 74,530
109,569 9,879,406

12,636 180,957

714 163,697

160,040
56,493
64,71 1

235
25,942

93 6
15,064
1,886

20,954 4,131,098
8,329

5,529,532 38,070,346

102 141,88 5

59 318

- 851,21 3

61,03 4
- 177,730

26,592 162,03 2
- 11,641,967

ca



TABLE 1 : Foreign Partner Income and Tax Withheld
Partner's Country of Residence, 1989 --

Summary of

COUNTRY

All Recipient Type s

NUMBER OF
FORMS 8805

FILED

GROSS

INCOME
(OR LOSS )

Jersey . . . . . . . . . . . . . .
Kuwait . . . . . . . . . . . . . .
Lebanon . . . . . . . . . . . . .
Liberia . . . . . . . . . . . . .
Liechtenstein . . . . . . .
Luxembourg . . . . . . . . . .
Mexico . . . . . . . . . . . . . .
Monaco . . . . . . . . . . . . . .
Netherlands . . . . . . . . .
Netherlands Antilles
New Zealand . . . . . . . . .
Nigeria . . . . . . . . . . . . .
Niue . . . . . . . . . . . . . . . .
Norway . . . . . . . . . . . . . .
Panama . . . . . . . . . . . . . .
Peru . . . . . . . . . . . . . . . .
Philippines . . . . . . . . .
Puerto Rico . . . . . . . . .
Saudi Arabia . . . . . . . .
Singapore . . . . . . . . . . .
South Africa . . . . . . . .
Sweden . . . . . . . . . . . . . .
Switzerland . . . . . . . . .
Thailand . . . . . . . . . . . .
Taiwan . . . . . . . . . . . . . .
United Arab Emirates
United Kingdom . . . . .
Venezuela . . . . . . . . . . .
Virgin Is (British) .
Other countries . . . . .

TABLE 2 :

[ 2 ]

SECTION 1445 SECTION 1446

CREDIT CREDIT
TOTAL TOTAL

(1)

8
8

26
7

6 1
6

345
1 3

652
99

22 0
3
3

18
44
45
16
17
54

9
16
3 6

541
8

4 3
4

363
45
3 0

534

12,280,254
132f377
618,888
121,886
478,76 5

45,663
3,203,797

89,03 2
10,316,802
3,175,661
5,220,96 1

2,255
14,580

750,425
951,599
413,92 3
35,607

558
1,729,182
1,295,26 9

47,953
235,741

7,281,967
0

(137,347)
5,147

10,979,520
2,122,687

13,868,978
32,920,537

as Reported on Form 8805, by
continued

TAX

WITHHELD

(3 )

3,438,471
39,51 7

203,989
42,531

172,302
21,023

1,031,859
25,31 4

3,957,101
1,225,665
1,629,34 5

1,535
4,957

295,527
353,346
162,86 5

17,843
156

498,219
442,567
13,898

140,146
2,950,50 7

19
36,164
.1,44 1

3,614,962
685,976

3,999,21 3
12,023,293

[ 41 [ 5 ]

3,438,471
39,51 7

21,963 182,026
0 42,53 1

1,480 170,822
6,286 14,737
10,423 1,021,43 6

0 25,314
50,488 3,906,613

340,391 885,27 3
0 1,629,34 5
0 1,535
0 4,957

41,519 254,009
51,118 302,229
110,735 52,130
2,095 15,748
0 156

447,751 50,468
0 442,567

127 13,771
0 140,14 6

94,619 2,855,888
0 19

193 35,971
0 1,441

22,814 3,592,148
489,316 196,660

0 3,999,213
684,938 11,338,355

Foreign Partner Income and Tax Withheld
Partner's Country of Residence, 1989

Recipient Type : Individual

COUNTRY

NUMBER OF

FORMS 8805

FILED

[1 1
0

All countries . . . . . . . .

Argentina . . . . . . . . . . . .
Australia . . . . . . . . . . . .
Austria . . . . . . . . . . . . . .
Bahamas, The . . . . . . . . .
Belgium . . . . . . . . . . . . . .
Bermuda . . . . . . . . . . . . . .
Brazil . . . . . . . . . . . . . . .
Canada . . . . . . . . . . . . . . .
canary Islands . . . . . . .
China, People's Rep . .

Colombia . . . . . . . . . . . . .
Cyprus . . . . . . . . . . . . . . .
Denmark . . . . . . . . . . . . . .
Egypt . . . . . . . . . . . . . . . .
Ireland . . . . . . . . . . . . . .
France . . . . . . . . . . . . . . .
Germany, Dem Rep-East
Germany, Fed Rep-West
Greece . . . . . . . . . . . . . . .
Hong Kong . . . . . . . . . . . .
Israel . . . . . . . . . . . . . . .
Italy . . . . . . . . . . . . . . . .
Japan . . . . . . . . . . . . . . . .

Kuwait . . . . . . . . . . . . . . .
Lebanon . . . . . . . . . . . . . .
Liechtenstein . . . . . . . .

30,181

11
33
13

7
70

7
15

1,734
29
16
74
22

5
6

8 7
316

7
24,897

21
59
36
15

330
6

26
9

as Reported on Form 8805, by

GROSS SECTION 1445

INCOME TAX CREDIT

(OR LOSS) WITHHELD TOTAL

[2] [3] [4 3

160,266,243 49,699,970

212,851 61,010

2,316,582 669,991

26,107 11,380

41,224 11,746

4,531,176 1,491,511

421,511 122,531

96,167 50,48 8

8,008,949 2,993,827

655,360 193,593

104,559 29,379

457,552 217,815

3,090 936

24,407 6,874

5,367 1,88 6

217,978 61,034

5,911,216 1,886,679

29,746 8,329

110,814,197 33,087,658

257,295- 72,988

643,121 303,642

485,246 175,730

456,072 146,45 6

3,236,449 926,797

119,086 34,066

618,888 203,989

110,823 33,698

SECTION 1446

CREDIT

TOTAL

[5 ]

7,218,387 42,481,583

61,010
- 669,991

281 11,099
- 11,746

538 1,490,974
- 122,53 1

4,382 46,106
102,638 2,891,189
12,636 180,957

29,37 9
160,040 57,77 5

936
6,874
1,88 6

- 61,034
20,954 1,865,725

8,329
5,492,960 27,594,698

102 72,88 6
- 303,642
- 175,730

26,592 119,864
- 926,797
- 34,066

21,963 182,02 6
- 33,698

.P.
C2

Cn



TABLE 2 : Foreign Partner Income and Tax Withheld as Reported on Form 8805, by
Partner's Country of Residence, 1989 -- continued

Recipient Type : Individual

COUNTRY

Luxembourg . . . . . . . . . . .
Mexico . . . . . . . . . . . . . . .
Monaco . . . . . . . . . . . . . . .
Netherlands . . . . . . . . . .
Netherlands Antilles .
New Zealand . . . . . . . . . .
Nigeria . . . . . . . . . . . . . .
Norway . . . . . . . . . . . . . . .
Panama . . . . . . . . . . . . . . .
Peru . . .

:***,*"**'**'
Philippines . . . . . . . . . .
Puerto Rico . . . . . . . . . .
Saudi Arabia . . . . . . . . .
Singapore . . . . . . . . . . . .
South Africa . . . . . . . . .
Sweden . . . . . . . . . . . . . . .
Switzerland . . . . . . . . . . .
Taiwan . . . . . . . . . . . . . . .
Thailand . . . . . . . . . . . . .
United Arab Emirates .
United Kingdom . . . . . . .
Venezuela . . . . . . . . . . . .
Virgin Is (British) . .
other countries . . . . . .

NUMBER OF GROSS

FORMS 8805 INCOME

FILED (OR LOSS)

Ill (2 ]

3 39,562
334 2,852,383
11 89,032

476 1,256,637
17 11,558
211 741,855
3 2,255
12 2,784
14 497,147
45 413,923
10 20,241
16 558
49 1,729,12 9
5 12,331
16 47,953
28 226,509
337 1,706,174
40 (138,151)
8 0
4 5,147

276 4,531,762
41 2,072,932
8 . 3,14 1

366 4,336,362

SECTION 1445 SECTION 1446

TAX CREDIT CREDIT

WITHHELD TOTAL TOTAL
[3] [4) (5 ]

11,077 6,286 4,791
906,416 10,423 895,993
25,314 - 25,314

470,322 50,007 420,315
4,442 238 4,20 5
259,399 - 259,399
1,535 - 1,535

11,104 39 11,06 6
160,908 51,118 109,791
162,865 110,735 52,130
13f542 2,095 11,44 7
156 - 156

498,189 447F751 50,438
5,448 - 5,44 8
13,898 127 13,771
122,847 - 122,847
649,065- 94,585 554,481
35,533 - 35,533
19 19

1,441 - 1,44 1
1,336,250 22,814 1,313,436
671,114 489,316 181,798
882 - 882

1,534,167 89,766 1,444,40 1

TABLE 3 : Foreign Partner Income and Tax Withheld as Reported on Form 8805, by
Partner's Country of Residence, 1989

Recipient Type : Corporation

NUMBER OF GROSS

FORMS 8805 INCOME

COUNTRY FILED (OR LOSS)

Ill (2 1

All countries . . . . . . . 1,852 131,255,393

Australia . . . . . . . . . . . 15 2,455,061

Bahamas, The . . . . . . . . 21 249,234

Belgium . . . . . . . . . . . . . 11 1,679,438

Bermuda . . . . . . . . . . . . . 14 981,359

Canada . . . . . . . . . . . . . . 408 12,469,850

Cayman Islands . . . . . . 20 428,138
Colombia . . . . . . . . . . . . 6 18,754
Costa Rica . . . . . . . . . . 5 64,465
Ireland . . . . . . . . . . . .. 10 -
Finland . . . . . . . . . . . . . 6
France .. 34 6,371,354

Germany,~.d ReP7West 239 3,517,110

Hong Kong . . . . . . . . . . . 10 1,882,662

Italy . . . . . . . . . . . . . . . 3 123,276

Japan . . . . . . . . . . . . . . . 249 30,134,13 9

Jersey . . . . . . . . . . . . . . 3
Liberia . . . . . . . . . . . . . 6 117,964
Liechtenstein . . . . . . . 40 339,526
Luxembourg . . . . . . . . . . 3 6,101
Mexico . . . . . . . . . . . . . . 8 350,776
Netherlands . . . . . . . . . 166 8,956,710
Netherlands Antilles 82 3,164,103
New Zealand . . . . . . . . . 7 1,686,378
Niue . . . . . . . . . . . . . . . . 3 14,580
Norway . . . . . . . . . . . . . . 6 747,641
Panama . . . . . . . . . . . . . . 30 454,452

SECTION 1445 SECTION 1446

TAX CREDIT CREDIT
WITHHELD TOTAL TOTAL

[3) [41 (5 1

48,231,734 802,271 47,429,464

837,989 - 837,989

103,360 - 103,360

573,607 - 573,607

375,656 - 375,656

5,450,179 41 5,450,138

146,363 - 146,363

6,936 6,936

21,918 21,918

2,264,583

1,862,82 0
547,571

42,168
10,709,386

2 264 5831 1
1,862,820

547,571

42,168
10,709,386

41,433 - 41,433

126,051 1,480 124,571

9,946 - 9,946

125,150 - 125,150

3,456,109 481 3,455,628

1,221,222 34 0,154 881,068

587,982 587,982

4,957 - 4,957

284,423 41,480 242,943

192,438 - 192,438

5-1

0,

00
NQ

.A.
CD
4



-9~TABLE 3 : Foreign Partner Income and Tax Withheld as Reported on Form 8805, by 0
Partner's Country of Residence, 1989 -- continued 00

Recipient

COUNTRY

Singapore . . . . . . . . . . .
Sweden . . . . . . . . . . . . . .
Switzerland . . . . . . . . .
United Kingdom . . . . . .
Virgin Is (British) .
Other countries . . . . .

Type : Corporation

NUMBER OF GROSS
FORMS 8805 INCOME
FILED (OR LOSS)
Ill [2]

SECTION 1445 SECTION 1446
TAX CREDIT CREDIT

WITHHELD TOTAL TOTAL
(3] (4) (5 )

4 1,282,93.8 437,119 - 437,119
7 8,968 16,684 - 16,684

183 5,556,882 2,295,176 - 2,295,176
73 6,394,045 2,261,419 - 2,261,419
12 13,865,838 3,998,332 - 3,998,33 2
168 27,933,652 10,230,758 418,635 9,812,12 4

TABLE 4 : Foreign Partner Income and Tax Withheld as Reported on Form 8805, by

Partner's Country of Residence, 1989

Recipient Type : Partnership

COUNTRY

All countries . . . . . . . . . .

Canada . . . . . . . . . . . . . . . . .

Germany, Fed Rep-West . .

Japan . . . . . . . . . . . . . . . . . .

Liechtenstein . . . . . . . . . .

Netherlands . . . . . . . . . . . .

Philippines . . . . . . . . . . . .
Switzerland . . . . . . . . . . . .

Other countries . . . . . . . .

NUMBER OF GROSS SECTION 1445 SECTION 1446

FORMS 8805 INCOME TAX CREDIT CREDIT

FILED (OR LOSS) WITHHELD TOTAL TOTAL

Ill (2] [3) [4) [53

245 27,437,931 7,970,326 13,869 7,956,457

83 4,401,354 1,265,530

114 20,010,418 5,743,479

6 20,660 5,785

4 542 222
9 103,456 30,670

5 15,366 4,301

7 17,643 5,14 6

17 2,868,492 915,193

0 1,265,530
13,835 5,729,644

0 5,785
0 222
0 30,670
0 4,301

34 5,112
0 915,193

0
(0
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the Trust was Created, p . 419 .

Trusts are arrangements in which titles to
property are held by persons with fiduciary
responsibilities to conserve or protect thep
roperty for the benefit of other persons .

Foreign trusts are those trusts which exhibit
certain characteristics such as being created
and governed under the laws of a foreign
government and having property and records

maintained outside the United States . Foreign
trusts which have U .S . persons as grantors,
transferors, or beneficiaries are subject to

U .S .
tax laws . Information filed with the

Internal Revenue Service under these laws was
the basis of the data shown in this section of
this compendium .

The article in this section includes a brief
history of the foreign trust and information on
foreign trust activity in 1986 . This
information was provided by the trusts on Forms
3520 and 3520-A. A copy of each form, titled
below, has been reproduced in Section 15 of this
compendium .

. Form 3520, Creation of, or Transfers to,
Certain Foreign Trusts, and Instructions (p . 499 )

* Form 3520-A, Annual Return of Foreign
Trust with U .S . Beneficiaries, and Instructions
(p . 501)

411



U.S . "persons" transferred nearly $17 million in money
and property to trusts located in 17 foreign countries in

1986 [1] . There were 255 transfers made during the year,
which brings the average transfer value to $66,000 .

A total of 411 foreign trusts had one or more U.S .
beneficiaries during 1986 and had received transfers from
US . persons during their existence. These foreign trusts
had more than $94 million in total assets and received

nearly $8 million in total income . Their $2 .6 million of net
income were included in the taxable income of their U.S .
grantors or transferors ,

Trusts are fiduciary arrangements created by persons
(the "grantors") who transfer their ownership of property to
other persons (the "trustees") subject to an obligation to
protect and use that property for the benefit of other
persons (the "beneficiaries") . The property (or "corpus")
Gan be real or personal, tangible or intangible . The arrange-
ment can be an "inter vivos trust" created by a living
grantor, or a "testamentary trust" created as the result of the
grantor's will.

The fiduciary relationship of a trust requires substantial
management by the trustee, including a duty to act solely in
the interest of the beneficiary, The powers, duties, restric-
tions, and obligations of the trustee, as well as the rights of
the beneficiary, are based on the provisions of the trust
agreement and the laws of the jurisdiction in which the trust
was created, The beneficiary has the right to benefit from
the trust's property, usually through receipt of the income
produced from investments made by the trustee, or from
the distribution of the trust's property itself . Factors a
grantor might consider in selecting a jurisdiction in which to
create a trust include the political and economic stability of
a country, available banking and trust facilities, applicable
trust laws, and tax laws .

For a trust to exist, there must be a separation of its
ownership interests by the trustee from its beneficial inter-
ests . As a result, one person cannot be the grantor, trustee,
and sole beneficiary of a trust all at the same time . However.
if this person is not a beneficiary or is only one of two or
more beneficiaries, then there is a separation of interests
between two parties and a valid trust arrangement exists .

i
*Chief, Foreign Returns Analysis Section . Prepared under the
direction of Daniel Skelly, Chief, Foreign Statistics Branch .

(Trusts can have multiple grantors, trustees, and beneficia-
ries [21 .) Similarly, a trust can exist if one of several joint
trustees is also the sole beneficiary . Here again, there are at
least two parties with separate interests .

The creation of a trust may result in U .S. income taxation
of the grantor, the transteror, the trust, and the beneficiary .
Domestic trusts are taxed as U.S. citizens or residents,
whereas foreign trusts are taxed as nonresidents . The next
section discusses foreign trusts in greater detail.

FOREIGN TRUSTS

Trusts are generally considered to be "foreign" if the
Fiduciary is a nonresident alien for U .S. tax purposes ; if the
property is transferred to the fiduciary, the property and
records are maintained, and the trust instrument is exe-
cuted outside the United States; and if the trust is created
and governed under the laws of a foreign country . Foreign
trusts that have U .S. persons as grantors, transferors, or
beneficiaries are also subject to U.S. income taxation.

Section 1491 of thei Internal Revenue Code imposes a 35

percent excise tax on certain transfers of property by a U .S .

person to a foreign trust . The tax applies to transfers,

including sales and exchanges, of appreciated property in

which gain, under the tax code, is not realized by the

transferor at the time of the transfer. To the extent that the

U.S . person realizes a gain for income tax purposes at the
time of the transfer (based on the excess of the "fair market

value" of 1he property over its "adjusted basis"), the transfer

is not subject to the excise tax .

When a U .S. person (grantor or transfercir) directly or
indirectly transfers property to a foreign trust with one or
more U .S . beneficiaries, "grantor trust rules" apply. Under
these rules, the person is treated for U .S. income tax
purposes as the owner of the portion of the trust attributable
to the transferred property. Furthermore, the person is
currently taxed on all items of worldwide income (including
capital gains) of the trust, whether distributed or accumu-
lated, that are attributable to that property 13] . Section 679
of the Internal Revenue Code covers these grantor trust
rules .. That section, however, excludes : (1) testamentary
trusts ; (2) property transferred to a trust in a sale or
exchange when the transferor realizes the gain for tax
purposes; and (3) certain stock bonus, pension, or profit-
sharing trusts .

The Foreign Investment in Real Property Tax Act of 1980
and the Tax Reform Act of 1984 combined to make foreign

413
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414 Foreign Trusts, 198 6

persons (including foreign trusts) who sell or exchange U .S .
real property liable for a U.S . income tax on the gain
realized from the disposition . In general, after December
31, 1984, a transferee of such property is required to
deduct from the seller's proceeds, and to withhold for tax
purposes, 10 percent of the amount realized onthesaleor
exchange . This withholding tax may not necessarily equal
the actual tax liability of the foreign person on the disposi-
tion of the property.

A U .S. beneficiary of a foreign trust is liable for U.S. tax on
his or her share of the trust's distributions, subject to a
ceiling called "distributable net income" (DNI) . The benefi-
ciary includes the distributions received in his or her gross
income for the current taxable year. The DNI of a foreign
trust is an amount calculated similarly to the way taxable
(net) income is calculated, but with certain adjustments .
Among these adjustments is the provision to include foreign
source income [4) .

A foreign trust that does not actually distribute to its
beneficiaries all its DNI in a taxable year has "undistributed
net income." If, in a subsequent year, a non-grantor foreign
trust distributes to its U.S . beneficiaries amounts in,excess
of the DNI for that year, then the excess amount is treated as
an "accumulation distribution" and is taxed to those bene
ficiaries under "throwback" rules, described in the next
paragraph. In addition, interest is charged on the tax
deferral resulting from the accumulation of income .

Tt~e throwback rules are designed to tax beneficiaries on
accumulation distributions at a rate equal to the rate that
would have been paid had the income been distributed in
the year it was earned by the trust. Beneficiaries are taxed
on accumulation distributions in the year they are received .
The beneficiaries' tax liability for the prior taxable year(s) in
which the trust had undistributed net income is not
changed .

A 6-percent simple interest charge per year is imposed
on the beneficiary's tax on accumulated distributions from
foreign trusts computed under the throwback rules . (This
interest charge is not tax deductible .) For purposes of this
interest charge, the accumulated distributions do not in-
clude foreign trust income for which a grantor had paid U.S .
tax on that income. The interest charge is based on the
length of time the tax has been deferred because of the
trust's accumulation of income. In effect, the interest charge
increases the effective income tax rate placed on accumu-
lated distributions of foreign trusts . The total tax and interest
charge is limited by the amount of the actual accumulation
distribution [5] .

FILING CHARACTERISTICS OF FORMS 352 0

Form 3520, Creation of or Transfers to Certain Foreign
Trusts . is required to be filed by any U .S. grantor, transferor,

or fiduciary who created a foreign trust or transferred
money or property into an existing foreign trust [6)

Thisform requires information about the trust and its berieficia .ries. It is due within 90 days after the creation of, or transfer
of any money or property to, the foreign trust .

During 1986, as already mentioned, U .S, persons tranp,.ferred $16 .9 million in money and'property to 255 foreigntrusts, for an average transfer value per trust Of $66,000 . BY
comparison, in 1982 (the most recent prior year for which
data are available), the value of transfers was $11 .3 Million,and the number of trusts receiving transfers was 342 [71 A,
a result, the average transfer value doubled from $33,600
during the 4-year period.

Most U .S . persons filing Forms 3520 have been grantors.
In both 1982 and 1986, grantors accounted for about
three-fourths of all filers~ Transferors made up most of the
remaining filers, with fiduciaries accounting for a very small
percentage . Figure A shows the types of filers by percent .
age .

for nearly $15 ""Ilion, or 89 percent, of the total transfers to

,,,,,grl trusts
by U S. persons.

haven countries generally have tax and secrecy laws
Tax ns. They attract foreign investment

fayorable to foreign perso
no income tax or by offering low income tax

having t rtain fees instead of income taxes. Tax
,,tgs . Some collec ce
havens also offer bank or commercial secrecy laws that
,,.nt foreign governments from obtaining financial infor-
rpstlon about persons transacting business in their country .

Cashl million) and corporate stocks l million)
made up nearly 84 percent of the total transfers to foreign
trusts' Other types of transferred property reported on

Forms 3520 included municipal bonds and partnership

interests.

~-Registered Retirement Savings Plans" received $1 .2

nillion of transfers by U.S persons to foreign trusts . These

123 Canadian retirement plans were treated for Canadian
income tax purposes in a manner similar to the "Individual
Retirement Arrangements" used by U .S . taxpayers to defer
taxation on current income set aside for retirement pur-
poses. Although the Registered Retirement Savings Plans
accounted for nearly half of the total foreign trusts, they had
a low average transfer value ($9,600) . There were two
fundamental reasons for this lbw average . First, these
savings plans were generally set up by individuals who
transferred funds for the purpose of deferring relatively
small amounts of Canadian taxes . Secondly, Canada lim-
ited the amount of income on which tax could be deferred .

Most of the foreign trusts that received transfers from U .S .
persons in 1986 were created recently . In fact, 230 of them
had been created since 1980 . Fifty-five were created in
1986 and 103 others in 1985. However, a few foreign trusts
were created as far back as the early 1960's .

More than half (145) of the 255 foreign trusts reported on
Forms 3520 that they had only one beneficiary ; 73 other
trusts had between two and four beneficiaries each . The
remaining trusts either had five or more beneficiaries (118) or
failed to report any information on their beneficiaries (19) .

A total of 488 beneficiaries (who were the ultimate
recipients of the trust funds) was reported on the Forms
3520, of which 254 were U .S. residents. Persons who
resided in Canada (1 22) and the United Kingdom (45) also
were frequent beneficiaries of trusts . Also reported were
beneficiaries who resided in France, Israel, New Zealand,
West Germany, and the Philippines .

I

Foreign Trusts, 1986

Figure A .-Forms 3520: Types of Filers, by Percentage,
1982 and 1986

Types .1 fil. .

All I'lem . . .. .Graint. re . ..... .. ..... .... .... ... ... ... .... .... ...
Tmnsf . b.... ... .... .... .... .... ... ... .... .... .... ... ....
Fid-. .as ... .... ... .... .... . .. .... .. .... .... .... ... ....

1982

1 000/b
78
192

1988

100%
72
271

NOM! Detal ray not add 1. isms baca- 0 -n-,.

Figure B shows the six countries where nearly 90 percent
of the foreign trusts were located for 1986 . These trusts, in
turn, accounted for 60 percent of the total amount of
transfers . A small number of trusts created in the Bahamas
(not shown separately) accounted for most of the transfers
for the "other countries ."

Figure B.-Forms 3520: Number of Trusts, Total and
Average Transfer Values, by Country Where the Trust was
Created, 1986
[money amounts am in thousands of U.S. dollara l

Country
Taw

ish,

per llu~

(1) (2) (3)

All countries ... .... .... .... .... ... .... .. 255 $16,892 $ 66

Cartada ... ... .... .... .... .... ... .... .... ... .. 127 1 .396 1 1
Cayman ~slands ., ... .... ... .... ... .... .. 43 2,885 67
Channel stands . .... .... ... .... .... .... . 23 3,195 1 39S
.-dand .... .... .... .... ... .... .... ... .. 13 445 34
Bermuda. ... .... .... .... ..... ... ... .... .... . 12 1,733 144
Liechtenstein ... ... .... .... ... ... .... .... . 9 506

5
6

Other countries .... .... .. .... . .. . 28 6 .732 240

With the exception of Canada, all the countries listed in
Figure 6, plus the Bahamas, British Virgin Islands, Gibraltar,
and Hong Kong which are included in "Other countries," are
considered to be "tax haven countries" (described in the
next paragraph) 181 . Together these tax havens accounted

FILING CHARACTERISTICS OF FORMS 3520-A

Any U ' S person who directly or indirectly transferred
property to a foreign trust (other than an employee's trust or

41 5

th one or more U.S . beneficiaries, wasan annuity plan) w
iconsidered for U .S. tax purposes to be the owner of the part

of the trust that was attributable to the transferred property.
Once the transfer had been made, the person was there-
after required to file Form 3520-A, Annual Return of

Foreign Trust with U .S . Beneficiaries, for as long as the trust
had at least one U .S . beneficiary [9) . This return, which was
required to be filed within 3 and one-half months after the
end of the tax year of the grantor or transferor, contained
balance sheet and profit-and-loss information for the trust .

Figure C shows income statement and end-ot-year bal-
ance sheet data for the 41 1 foreign trusts reported on

Forms 3520-A . (Tables 1 and 2, at the end of the article,
show these data by selected countries in which the trusts
were created.) Their total assets of $94 .5 million were more

than double the $45 .2 million of assets reported for 393

foreign trusts for 1982 . Average total assets per trust
doubled, from $115,000 for 1982 to $230,000 for 1986.

v
Figure C.-Forms 3520-A : Income Statement and Balance
Sheet Items, 198 6
(Money amounts am in thousands of U.S. doltaml

laa a

Number of returns
T.tal mcom. .... .. . . .

Dividends
Into est .. .... .. . .. .. . . .. . . . . .
Net gain (less low), selas of capital assets
Other income (fie~i loss)

Total expenses... .
Net income (Jess deficit)

Net income ,

Total assets. .. ...
Cash ... ... .... .... ..
G-mment obligations. .... ... ....
N-gpoernment obliges M.
Corporate stock. .
other rivearmsme ..
Depreciable assets (net) -
Other asset. . ... .. -

Tot.] liabilities
Net vorth ....

NIMbal M amount

411

$7 .872

1 .526
3.195
2,49 1

66 1
5 .264
2 .608
4,273

94 .456
13.273
5,502
15,366
27,334
1~2111

471
6 .967

37 .339
57 .11 7

-NOTE: Doaaj may nbi add to Iiisus bao-uss -1 -ndng.

The income statement data shown in Figure C generally
represent the share attributable to the U .S . grantor or
transferor of the foreign trust (see the Data Sources and
Limitations section of this article) . The allocable amount was
based on the portion of the trust's assets attributable to
property transferred by the U .S. person [101 .

Most of the income allocable to U .S. grantors and
transferors from foreign trusts was investment-reiated, in-
cluding interest, dividends, and capital gains . After deduct-
ing expenses, net income (less deficit) of $2 .6 million was
reported for all the trusts - an average of $6,300 of net

income per trust. These amounts of net income (and losses)
were included in the taxable income of the U .S. grantors

and transterors ( 111 .

Figure D presents selected data items for trusts by
selected foreign countries in which the trusts were created .
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Figure D
Forms 3520-A. Selected Foreign
Trust Items, by Country Where
Trust was Created, 198o

Percentage of Total

Canada

Cayman Islands F.,
1 23.4

1
24. 0

Channel Islands

.1

Bermuda 9 .8

1 10.8

Australia

1 0.7

Bahamas
9 .3

23A

r__1 Number of Returns (All countries :411 )

Total Assets (All countries : $94 .5 milliont,

Total Income (All countries: S 7.9 miluon~

Only those countries that had trusts accounting
fpercent or more of the total for all trusts for at least or 10

the three items shown are included in this figure. Ono Of

As was the case with Forms 3520 . Canadian trusisaccounted for half of all Forms 3520-A filed annually . The,trusts had relatively small amounts of assets and income 1,
addition to their low transfer values previously discussed

.'athe 206 Canadian trusts, 175 were Registered Refirem
Savings Plans. ent

Trusts in tax haven countries accounted for most of the
assets and income reported for all the trusts . In fact trusts
in these countries had 82 percent of the total assets ~nd 84
percent of the total income reported for all the foreign trusts
in 1986, while accounting for only 45 percent of the Forns
3520-A filed that year. In addition to the four tax haven
countries shown in Figure D . trusts created in the follotiving
tax havens are also included in the totals for 1986: British
Virgin Islands, Gibraltar, Liechtenstein, Netherlands Antilles .
and Switzerland .

Figure E .-Forms 3520-A : Income Statement and Balance~
Sheet Items, for All Foreign Trusts and Trusts with Net
Worth of $1 Million or More, 1986
Money amounia am in thouaands Of U.S . dollars)

There were 15 large trusts in 1986, each having a net
worth of $1 million or more. (Net worth is the difference
between total assets and total liabilities.) However, these few
trusts accounted for 39 percent of the assets and 33
percent of the total income for ail foreign trusts (see Figure
E). All but one of these large trusts were created in the W
haven countries.
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Although 62 percent of the foreign trusts that filed annual
returns for 1986 had been created since 1980, this was
substantially less than the 90 percent (230 out of 255) figure
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)r,s 3520 . The different filing requirements
those filing Fc 3520 werefor, s account for this difference. Form s

bf the forrin in 90 days after a transfer to a
ouifed to be filed with to be filed
foreign trust Forms 3520-A were required
annually after a transfer to a foreign trust, as long as the
trust continued to have at least one U,S. beneficiary . Thus,

these forms were often filed for many years. In fact, the

1986
study contained several Forms 3520-A for trusts

created In the rnid-1950'S.

For 1986, grantors filed more than 90 percent of ail

compared with 72 percent for Forms 3520
Forms 3520-A ' up the
(W Figure A, presented earlier). Transferors made

rest of the filets of the annual returns,

Most (246) of the foreign trusts reported on the annual

(alums for 1986 as having only one U .S . beneficiary.

Another 110 trusts had .
between two and four U .S . benefi-

ciaries each. The remaining trusts either had five or more

U,S . beneficiaries (30) or failed to report any information on

their beneficiaries (25) . For the 386 foreign trusts which
reported beneficiary information, there was a total of 753

US. beneficiaries.

SUMMARY

Tax haven countries played a large role in foreign trus t

advity for 1986. Trusts in these countries accounted for

nearly $15 million, or 89 percent, of the transfers by U. S

persons to all foreign trusts . Similarly, annual returns for
trusts in these countries accounted for the majority of assets
(82 percent) and total income (84 percent) reported for all
the foreign trusts .

Canadian trusts

;

, primarily Registered Retirement Savings
Plans, made up approximately half of the total foreign trusts
for which returns were filed for 1986 . However, their aggre-
gate financial values were comparatively small . They ac-

counted for only 8 percent of the value of transfers, and on
the annual returns, for only 10 and 7 percent of total assets
and income, respectively, for all the foreign trusts .

DATA SOURCES AND LIMITATION S

The statistics for 1986 presented in this article were

based on all Forms 3520 and 3520-A filed at the Internal

Revenue Service's Philadelphia Service Center between
January 1 and December 31, 1986 . Because all these

returns were used for the statistics, the data are not subject
to sampling error.

I

In the case of multiple transfers by the same U .S . person

to the same foreign trust, a single Form 3520 could have

been used to combine all the transfers made during a

90-day period. The form would have to include separate
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information on each of the transfers . Subsequent transfers

were reported on separate Forms 3520, subject to the same

90-day rule .

Because Forms 3520 and 3520-A are information re-
turns, taxpayer reporting is occasionally incomplete . This

problem occurred most frequently with Part 1, Foreign Trust

Income Statement, of Form 3520-A, which shows the
income and expense items of the trust and the amount of
each apportioned to the U .S. grantor or transferor. In most

cases the grantor or transferor portion was used for these
statistics. When only the income and expense information
for the entire trust was reported, however, the full amounts
were used for the statistics.

Because the filing requirements of Forms 3520 and

3520-A were somewhat different, an exact match of forms

in the 1986 studies could not be expected . For instance, the

filing requirements for Forms 3520-A included t he condi-

tion of one or more U .S . beneficiaries, while Forms 3520

had no such requirement . On the other hand, Forms 3520
were required to be filed only when a transfer had been
recently made

,
while part of the filing requirements for

Forms 3520-A specified the occurrence of a transfer at any
time since the trust had been created [121 . As a result of
these filing requirement differences, only 76 of the 41 1

Forms 3520-A indicated that Forms 3520 were also filed for

the given trust in 1986 .

EXPLANATION OF SELECTED TERMS

Beneficiary. - For purposes of this article, a person
who receives, will receive, or may receive money or prop-
erty at any time from a foreign trust . This is the person for

whose benefit a trust was created .

Fiduciary. - Any person who is a trustee, or a character
similar to a trustee, and has the duty to act in good faith for
the benefit of another person .

Grantor. - Any U .S . person who created, or was treated
for tax purposes as the owner of, any portion of a foreign

trust .

Transferor. - Any U.S . person other than the grantor or
fiduciary who directly or indirectly transfers money or
property to, or for the benefit of. ti foreign trust . The term
does not refer to a person who transfers money or property
in accordance with a sale or exchange that was made for
full compensation.

NOTEt AND REFERENCES

[111 The term "U.S . person" includes individuals, corpora-
tions, partnerships, trusts, and estates. Individuals

include U.S . citizens and residents .
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[2] Except where otherwise specifically noted, this article

uses the singular form of grantor, trustee, or benefi.
ciary. However, for any given trust, any of these may

actually be multiple entities ,

[3] A nonresident alien, i.e ., a non-U .S . person, who
establishes a foreign trust with a U .S. beneficiary and
retains grantor trust powers, is subject to U .S . income
tax only on U .S. source, fixed or determinable income
(e .g ., interest, dividends, rents, and royalties) and
income "effectively connected" with the conduct of a
U .S. trade or business.

[41 Section 643 of the Internal Revenue Code specifies
the computation of distributable net income .

[5) The Tax Reform Act of 1986 contained several provi-
sions specifically affecting U.S . income taxation of'
trusts and their related parties. First, in general, tax
rates on U,S. taxable income of trusts, grantors and
beneficiaries were reduced . Second, trusts were re-
quired to make estimated tax payments much as
individuals were. The last major provision of the Act
related to trusts was that they adopt the calendar year
as their taxable year. In general, these provisions were
effective for taxable years beginning in 1987 .

(61 Section 16 .3-1(d)(4) of the Internal Revenue Regula-
6ons exempts from these filing requirements payments
to foreign trusts for employees.

[7] Foreign trust studies are currently conducted once
every 4 years, i.e ., 1982, 1986 . 1990, etc.

[81 For a complete list of tax haven countries see San,,,
Report 99-130, Crime and Secrecy.. ihe Use ofOffshore Banks and Companies, Report by the p
manent Subcommittee on Investigations of the C er~mittee on Governmental Affairs, U.S . Senate, Auo
28, 1985. 91.8 1

[9] The following types of transfers do not require the filing
of a Form 3520-A : (1) transfers made as the result Ofthe death of the transferor; (2) transfers made on orbefore May 21, 1974; and (3) any sale or exchange of
property at fair market value in which the entire gain'to
the transferor is realized at the time of the sale, Or IS
returned under the Internal Revenue Code section
453 installment method .

(10] The balance sheet information shown in Table 2
represents the total amounts for foreign trusts . Unlike
the income statement data, the amounts do not rep. -
resent only the share attributable to U.S . grantors and
transferors .

[11] See the income reported from "estates and trust~', in
Statistics of Income - Individual Income Tax Returns .
Internal Revenue Service, U.S . Department of the
Treasury.

[12] Forms 3520-A were filed by U .S. persons who directly
or indirectly transferred property to foreign trusts with
one or more U .S . beneficiaries. In the case of two
transferors or grantors who did not file joint U.S .
income tax returns but did transfer property to the
same trust, two Forms 3520-A would have been filed
for that trust . To this extent, the 41 1 Forms 3520-A
shown in the data would not actually represent 411
different foreign trusts .
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Section 14 Nonresident Alien Estates

Contents

introduction, p . 42 1

"Nbnresident Alien Estates, 1986," p . 423 .

Table I - Nonresident Alien Estates,
Date of Death, 1986 : Gross U .S . and
World Estates, Deductions, Taxable
Estate, Estate Tax and Credits, by
Size of Gross U .S . Estate and Selected
Country of Domicile of Decedent ,
p . 430 .

The estates of nonresident aliens, who have
property in the United States at the time of
death, are subject to U .S . estate taxation . A
nonresident alien decedent is an Individual who
was neither a citizen nor resident of the United
States at the time of death . The tax imposed on
the estate was a graduated tax, with rates
ranging from 6 percent for property valued under

$100,000 to 30 percent for property valued in
excess of $2,000,000 . The estate could reduce

I
ts final estate tax liability through certai

ded u ctions and credits .

The paper included in this section describes
some of the characteristics of the nonresident
a) ten estates and some of the differences
between those estates and the estates of U .S .
citizens and aliens domiciled in the United
States at time of death . The paper also details
some of the available deductions and credits for
the estates of nonresident aliens .

All of the data are based on information
from Forms 706NA, filed for nonresident aliens
with dates of death in 1986 . A copy of this
form, titled below, has been reproduced in
Section 15 of this compendium .

* Form 706NA, United States Estate Tax Return,
and Instructions (p . 433)

421



Monresident Alien Estates, 1986

The United States imposes an estate tax based on the
Portion of the estate of a nonresident alien that is located
within the United States . Total gross U .S . estate of $62 .0
million and total U . S . estate tax after credits of $6 .5 million
was reported for the estates of nonresident aliens who
died during 1986.

TAXATION OF THE ESTATES OF NONRESIDENT
ALIEN S

The United States imposes an estate tax on the estates
of nonresident aliens . A nonresident alien is an individual
who is not a cifizen or resident of the United States at the
time of the individual's death . For estate tax purposes,
residency is equated with domicile, i .e., the individual's
permanent home it 1. Fore placeto quality as adecedenfs
domicile, the decedent prior to death must have been
physically present there . Further, the decedent must have
had no present intent to move from the place . The
determination of a decedent's domicile involves an exami-
nation of the totality of the decedenVs lifestyle to see
whether itwas centered in the United States or some other
place. Among the factors considered are the location of
the decedenfs family, friends, and religious and social
affiliations; the size, cost and locabon of the decedent's
personal residence; the location and the type of business
the decedent was engaged in; and the duration and
Purpose of any time that the decedent spent in the United
States [2] . In addition to these factors, the decedent's
immigration status is usually considered, although this
factor alone is not determinative [3]. Also, the provisions
Ofan applicable estate taxtreaty with another country may
affect the determination of estate tax residency [4] .

In general, the estate of a nonresident alien decedent
a taxed on that portion of the alien's gross estate located
in the United States [5]. Gross U .S. estate is that part of
the nonresident . alien's gross estate (determined under
Code section 2031) that is located in the united States at
the time of the nonresident alien's death, and generally
includes all the nonresident alien's property [6]. The
location Of property is determined under several general
and specific situs rules . Both real property and tangible

personal property are sited to the physical location of the
property . For example, real estate located in the United
States owned by the nonresident alien is included In the
clecedent's gross U .S. estate, but real estate located
outside the Unites States is not. Intangible property, such
as a patent or a copyright, is sited to the location of the
person who issues the intangible or against whom the
rights to the intangible can be enforced M . An interest in
a trust or estate is generally sited to the location of the
underlying assets (8] .

-in addition to the general situs rules, the Internal
Revenue Code contains special rules for determining the
location of particular types of property . Under Code
section 2104, property within the United States includes
stock issued by a U .S . corporation [9] . Also, U.S . property
includes any property that was transferred by the dece-
dent in a way that would require inclusion of the property
in the decedent's gross estate under the provisions of
Code sections 2035, 2036, 2037 and 2038, provided that
the property was located in the United States at either the
time of transfer or the time of the decedent's death [1101.
In addition, property within the United States includes the
debt obligations of a U .S. person or governmental entity,
anddepositsina U .S . branch of a foreign commercial bank
(11,121 .

Code section 2105 enumerates certain types of prop-

erty owned by a nonresident alien decedent considered to

be located outside the United States. Property located

outside the United States includes proceeds payable

under an insurance policy on the life of the decedent,

certain types of debt obligations, and works of art on loan

for exhibition to a public gallery or museum at the time of

the decedent's death [13,141.

The U .S. estate tax is imposed on the decedenfs
taxableestate . Taxableestateis determined by reducing
the nonresident alien's grossU .S. estate by any allowable
deductions [151 . Several types of deductions are allovied
to the estates of nonresident aliens. The estate may
deduct the same expenses allowed estates of U .S . citi-
zens and residents under Code sections 2053 and 2054 .

*l'oreign Returns Analysis Section. Prepared under file direction of Chris Carson, Chief. 423
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Deductible expenses allowed under Code section 2053
include funeral expenses, administration expenses, claims
against the estate, and indebtedness on property (where
the total value of the property is included in gross estate) .
To be deductible, these expenses must be allowed to the
estate under the law of the jurisdiction where the estate
is administered [16]. Under Code section 2054, the estate
can deduct losses incurred during the settlement of the
estate from casualty or theft. In computing the allowable
deduction for expenses under Code sections 2053 and
2054, the estate must limit the deduction to the ratio that
gross U.S . estate bears to gross worldwide estate (17].

In addition to the deduction for expenses under Code
sections 2053 and 2054, the estate of a nonresident alien
was allowed a deduction for charitable transfers under
Code section 2106(a)(2). The estate can deduct contribu-
tions made to public entities or to qualifying U .S. organi-
zations, that meet the tax-exempt requirements of Code
section 501(c)(3) . Also, in certain cases, a nonresident
alien's estate was allowed a deduction for certain transfers
of property to the alien's spouse 1181 .

Figure A.-U.S. Estate Tax Schedule for Nonresident
Allens,198 6

A.-t - ~" . n co-W -M

Sa .000 P"s 12 p-t 0 6-re Mor $1 00,ow
S54 .000PW Illp-tolan,somwS&M.000
SJU~000P1~24psrc,ontals--

$1 "OW
$3&1 :000 pw . 30 percent W exce"

92
,
0M.-

While the estate tax is imposed on the decedent's
taxable estate, the amount of the estate tax is determined
by calculating the amount of tax on the sum of the
decedent's taxable estate and "adjusted taxable gifts"
minus the amount of estate tax on adjusted taxable gifts
119). The tax rates, which appear in Figure A, are
progressive, ranging from 6 percent on amounts less than
$100,000 to 30 percent on amounts in excess of$2 million .

The estate of a nonresident alien could reduce its estate
tax by claiming several credits . First, the estate could
claim a "unified credit" of up to $3,600 . This credit served
to effectively exempt estates from the U .S. estate tax if the
taxable estate was less than $60,000 (20] . Also, the
nonresident alien's estate could claim those credits al-
lowed the estates of U.S . citizens and residents under
Code sections 2011, 2012, and 2013 . Code section 201 1
allows a limited credit for State dehth taxes paid . State
death taxes include any estate, inheritance, legacy, or
succession tax paid to any State orthe Districtof Columbia
on property that was included in gross U.S . estate [21].
Code section 2012 allows a limited credit for taxes paid on
gifts when the value of the gifts must be included in gross

U .S . estate (22] . Code section 2013 allows a limit
for taxes on prior transfers, that I ad ere*a, for the Federal

am.,tax paid on the transfer of property to the decedent
bl~.another person who died within 10 years before or 2 yeft,

after the decedent.

ESTATE TAXATION OF U.S . CITIZENS AND REs.DENTS AND NONRESIDENT ALIENS

Several major differences exist between the taxation 01%
the estates of nonresident aliens and the estates ofcitizens and residents of the United States . First,- the .estate of a U.S. citizen or resident is taxed on its wOrldwids
property, whereas the estate of a nonresident alien Is
taxed, in general, only on that property located within the
United States at the time of death [23] .

A second major difference relates to the rate of tax
imposed on the estate. The estate of a U.S. citizen or
residentistaxed underthe rates contained in Codesectiow
2001 (c) . These rates range from 18 percent for taxable
estates of less than $10,000 to 55 percent for taxable-
estates over $3 million. However, the estates of nonresi7
dent aliens who died in 1986 are subject to significantly
lower estate tax rates uncley Code section 21 01 (d) (241,

Two significant differences exist with respect to cleduc ..
tions. The estate of a U .S . citizen or resident is entitled to
a marital deduction for all property transferred to the
surviving spouse [251 . The estate of a nonresident alien.
who died in 1986 is generally not entitled to a marital
deduction, except as provided for in several estate tax .
treaties . Also, the estate of a U .S. citizen or resident can
deduct virtually all charitable contributions, whereas the
estate of a nonresident alien can only deduct certain
contributions [261.

A final difference involves allowable credits . The estate
of a U .S . citizen or resident is entitled to a unified credit of
$192,800. This credit effectively exempts from tax a
taxable estate with less than $600,000 of assets [27] . As
previously mentioned, the estate of nonresident aliens
who died in 1986 is entitled to a unified credit of $3,600,
which effectively exempts estates from estate taxation il
taxable estate is less than $60,000 . Also, the credits for
State death taxes, gift taxes, and taxes on prior transfers
allowedtothe estates of nonresident aliens are subject to
special limitations (281 .

DATA ANALYSIS
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is The average gross U_S. estate was $385,201,
82, the last Previous'eden - 38 1 percent from 1 9

increase of
at's are available .if for which d

X the 161 returns filed, 89 returns showed the foreign

aponent Of gross estate,
55 .3 percent of the total

nbef of returns. Gross foreign estate had to be reported

[lot deductions attributable to gross worldwide estate
only ted to gross U .S. estate. These 89 returns
were alloc a
showed total gross U .S . estate Of $41,390,447 and total

estate of $218,983,544 . Total gross
orldwide 593,097, which was 76.0n estate was thus $177

wpercent greater than 1982 1291

Stocks and bonds, and real estate and mortgages,
constituted the largest categories of pr.

operty in gross U .S.

estate . Together these two categories comprised 78 .2

percent of total U .S . property reported . The total value of
corporate stocks and bonds reported for the estates of

nonresident aliens was $27,770,401 . Thisamountwasa

34.4 percent increase over 1982. Real estate and

mortgages equated $20,709,960, up 4. 1 percent from

1982. However, the greatest increase was for "other
property," which was reported as $11,418,566, nearly

tliple the amount reported for 1982 [301.
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Estate tax returns were filed for the estates of 161
nonresident alien decedents who died during 1986 . Total
gross U.S . estate of $62,017,417 was reported for these
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As indicated in Figure B, the relative composition of U .S .
assets changed with the size of gross estate . In general,
the larger the estate, the greater the proportion of stocks
and bonds and other property, and the smaller the
proportion of real estate and mortgages . With respect to

the smallest estates (i .e ., those with assets between

$60,000 and $100,000), real estate constituted 58.2

percent of U .S . assets, stocks and bonds, 35 .6 percent,

and other property, 3 .0 percent. For the largest estates

(i .e ., those with assets of $1 million or more), real estate

was only 14.8 percent of U .S . property, whereas stocks

and bonds constituted 55 .7 percent, and other property,

28 .1 percent . With respect to individual countries, the
largest number of returns were filed for the estates of
Canadian decedents . Estatetax returns were filed for the

estates of 51 Canadian decedents. These returns com-
prised nearly one-third of the total number of returns filed .

However, many of these returns were filed for relatively

small estates . The average gross U .S . estate for returns

of Canadian decedents was only $219,506 . Furthermore,

these returns accounted for only I B. I percent of the total

U .S. property reported for nonresident alien estates .

United Kingdom (U .K .), decedents also had relatively

smallestates . Although 7.5 percent of the returnswere

filed for the estates of U .K . decedents, the average estate

size was only $180,647. U .K. returns accounted for only

3.5 percent of the total U.S . prope,rty . On the other hand,

the estates of West German and Venezuelan decedent s
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were substantially largerthan average. About 6 .8 percent
of the returns were filed for the estates of West German
decedents . These estates had an average size of $659,718
and accounted for nearly 11 .7 percent of total U .S.
property. In addition, although only 5.0 percent of the
returns were filed for the estates of Venezuelan dece-
dents, these estates had an average size of $1,740,669
and accounted for 22 .5 percent of total U .S . property .
However, if the returns filed for the few wealthiest dece-
dents are excluded, the average estate size of Venezu-
elan decedents was substantially lower.

Expenses of $21,071,425 were reported for the estates
of nonresident aliens. This amount was about $4 million
less than 1982 . Of this total, $6,119,675 were deducted
from gross U.S . estate 131]. The combined amount for
charitable and marital deductions was $1,889,995, an
increase of 746 .8 percent from 1982. This increase
appeared to be mainly due to the marital deduction . Ten
returns showed marital deductions totalling $1,858,528
[321.

Total taxable U .S. estate was $53,933,747, an increase
of 30 .3 percent over 1982 . The gross estate tax was
$8,054,638, so that the average tax rate was 14 .9 percent .
Credits of $1,534,235 against the gross estate tax were
claimed for the estates of nonresident aliens . The largest
credit claimed was for State death taxes, $849,956 . This
amount represented a 169 .0 percent increase from 1982.
The second largest creclitwasthe unifiedcredit, $613,897,
a decrease of 1 .4 percent from 1982 . After credits, the tax
liability of the estates of nonresident aliens was $6,520,403,
an increase of 69 .4 percent over 1982.

SUMMARY

The taxable estates of nonresident alien decedents are
generally subject to U .S. estate tax on that property
located within the United States . Taxable estate is
determined by reducing gross estate by allowable deduc-
tions. The estate tax can be reduced by several credits .

Estate tax returns were filed for 161 nonresident alien
decedents who died during 1986 . Property located within
the United States accounted for $62,017,417 of the
worldwideestate of these decedents . The largest catego-
ries of U .S. property were stocks and bonds, and real
estate and mortgages, which accounted for 44 .8 percent
and 33 .4 percent, respectively, of gross U .S. estate .
Taxable estate totaled $53,933,747, and the gross estate
tax equaled $8,054,638 . Aftertaking credits of $1,534,235,
the estates of nonresident aliens faced a U .S . estate tax
of $6,520,403.

DATA SOURCES AND LIMITATIONS
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I interests in property net of allowable deduc-
I decedent' s

The data contained in this article and the following table
were reported on all Forms 706114A, United State's Estate'
Tax Return, Estate of nonresident not a citizen ente

r
Of th

b
United States, filed at the Philadelphia Service 0 0
etween January 1986, and October 1988, by personal

representatives of the decedents reporting a date Of deathduring 1986 . No sampling errors exist since the enflia
population was included in the st

.udy. However, the data
contained here do not include information reported on
returns with a taxable estate of less than $60,000 retumsshowing assets exempt from U .S . estate taxatio~ under,
the provisions of an applicable estate tax treaty, and
returns that were erroneously filed .

The personal representative of the estate had 9 months
following the decedent's death to file thereturn . A6-month
extension could be requested . However, possible delin.
quencies may have occurred . Therefore, the population~
may be slightly understated .

One potential data limitation should be mentioned .
Seventy-three returns did not report any foreign assets.
Therefore, the amounts shown inTable I forgrossforeign
estate and gross worldwide estate do not include the
foreign assets for all nonresident alien estates .

DEFINITIONS OF SELECTED TERMS

Domicile - Domicile is the place where an individual's
permanent home is located and from which the individual
has no present intention of moving.

Gross estate - Gross estate includes all interests in
property that were owned by the decedent at the time of
death, that were subject to a power of acquisition at the
time of the decedent's death, that were transferred during
the decedent's lifetime in a manner substantially equiva-
lent to a transfer under a will, or that were passed to the

decedent tax-free through the use of the marital deduc-
tion . Gross worldwicI6 estate includes all property in-
cluded in gross estate no matter where it is located .
However, the foreign component of gross worldwide
estate had to be reported only if deductions had to be
allocated between the foreign and U.S . estate . GrossU.S .
estate includes only that portion of gross estate located
within the United States.

Personal representative - A personal representative is an
executor or administrator of an estate.

Taxable estate - Taxable estate is the value of the

tlons~

SOTES AND REFERENCES

Treasury Regulation section 20.0-1 (b). Residencyfor

estate tax purposes differs from residency for income

Wpurposes . Under internal Revenue Code section

7701(b) .
a resident for income tax purposes is an

individual Who meets the requirements of either the
lawful permanent resident test or the substantial

presence test. For add!.
tional information about resi-

dency requirements for income tax purposes, see, for

,,rnple, Kaplan, Richard L., Federal Taxation of

international Transactions, West Publishing Com-

pany, 1988 , pp, 529-35 .

(21 For additional information about the factors consid-
see for example, Oliver,ered in determining domicile, . I

Harry Gordon, 'Estate and Gift Tax Planning for
Nonresidents," International Tax Journal, Fall 1986, P .

300; and Schuldentrei, A. Finley, Stark, Elwood V . and

Cline, Judith Hankins, 'Estate flanning Consider-
ations for Nonresident Aliens, The Tax Adviser,

- November 1985, p . 695 .

[31 Revenue Ruling 80-209, 1980-2 Cumulative Bulletin

248, U .S . Internal Revenue Service (ig8O) .

till See, for example, Estate and GiftTaxTreaty Between
the United Kingdom and the United States, Article 4 .

[51 Special rules apply to the taxation of expatriate s

and residents of U .S. possessions. Under Code

section 2107, an expatriate is a U .S . citizen who has
lost citizenship within io years of death if a principal
purpose for the loss of citizenship was the avoidance
of U .S . tax . If a nonresident alien is an expatriate, then
the alien's estate is taxed under the tax rates that
apply to U .S. citizens and residents- Also, the estate
of an expatriate must include in gross U .S. estate the

value of the assets of a foreign corporation if the
decedent owned (directly or indirectly) 10 percent or
more of the voting stock of the corporation, or owned
(directly, indirectly, or constructively) at least 50
percent of the total combined voting power of all stock
of the corporation. For additional information about
these special rules, see, for example, Schuldenfrei,
Stark and Cline, op . cit. note 2 at p. 703 . In addition,
under Code section 2107(c), an expatriate is allowed
a unified credit of up to $13,000 . Under Code section

2209, a U .S . citizen residing in a U.S. possession is

considered to be a nonresident (and is taxed as such)
if the individual acquired U .S . citizenship solely by

reason of being a citizen of a U .S . possession, or by
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birth or residency within a U .S . Possession. All other

residents of U .S . possessions are treated as citizens

of the United States.

[61 Gross estate includes all property, real or personal,
tangible or intangible, that was owned bythedecedent
at the time of death, that was Subject to a power of
acquisition at the time of the decedent's death, that
was transferred during the decedenfs lifetime in a
manner substantially equivalent to a transfer under a
will, or that was passed to the decedent tax-free
through the use of the marital deduction .

[71 Treasury Regulation section 20 .2104-1 (a) .

[a] Schuldenfrei, Stark and Cline, op. cit. note 2 at p . 700 .

[91 Conversely, the stock of a foreign corporation is
generally considered to be property located outside
the United States. However, in certain cases, U .S.

property owned by a foreign corporation controlled by
the nonresident alien may be included in the nonresi-
dent alien's gross U .S . estate. For more information

about this inclusion of property in the nonresident
alien's estate, see, for example, Oliver, op. cit. note 2

at p. 300.

[101 Code sections 2035-2038 require the inclusion in
gross estate of certain property transferred by the

decedent with restrictions prior to death . Code

section 2035 requires the inclusion in gross estate Of

property transferred by the decedent within 3 years

of the clecedent's death. Code section 2036 requires
the inclusion in gross estate of transferred property
in which the decedent has either retained the right to
possess or enjoy the property, or the power to des-
ignate who shall possessor enjoy the property . Code

section 2037 requires the inclusion in gross estate of
property in which the decedent retained an express
reversionary interest that another person can pos-
sess or enjoy only by surviving the decedent . Code

section 2038 requires the inclusion in gross estate of

property transferred by the decedent in which the
decedent retained the power to alter, amend, revoke
or terminate the transfer .

[ill A U .S. person is a citizen or resident of the United
States, a domestic corporation or partnership, and
an estate or trust that is not considered under the
Internal Revenue Code to be a foreign estate ortrust .

[1 21 Code section 2104 does not apply to a debt obligation
if Code section 2105(b) (relating to certain debt
obligations considered to be property located out-

V11
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side the United States) applies, or if any interest on the
obligation would be treated as income fromsources
outside the United States under Code section
861 (a)(1)(B) (relating to interest from a domestic
corporation with less than 20 percent of its gross
income over a 3 year period from within the United
States), Code section 861 (a)(1)(G) (relating to inter-
est on certain foreign debt obligations acquired before
July 1 . 1974), and Code section 861 (a)(1)(H )
(relating to interest on certain debt obligations of foreign
obligors that are guaranteed by a U .S. person) .

[131 The debt obligations considered to be located
outside the United States include (1) amounts de-
scribed in Code section 861 (c) (i.e ., certain deposits
with banks, and savings and loan associations, and
amounts held by an insurance company under an
agreement to pay interest on the amounts), it the
interest on the amounts would be treated under Code
section 861 (a)(1)(A) as income from sources outside
the United States (i .e., interest income not effectively
connected with a trade or business within the United
States that is deposited in a domestic bank or a U .S.
branch of a foreign bank); (2) deposits in a foreign
branch of a domestic bank ; and (3) debt obligations,
if the interest on the obligation were exempt from tax
underCode section 871 (h)(1) (relating to the exemp-
tion for portfolio interest from the tax imposed on the
income of nonresident aliens not connected with a
U .S . business) .

I

I

[14] In addition to these general and specific situs rules,
the location of property may be affected by the
provisions of an estate tax treaty.

[15] Code section 2106.

191 Adjusted taxable gifts is the total amount ofla' "Xab;, igifts made by the decedent after December 3j,1976, except for gifts otherwise included in th
decedent's gross estate . Adjusted taxable gift, lez
included in the estate tax calculation in order to,
prevent taxpayers from avoiding the impact of theprogressive estate tax rates by making pre-death,
gifts.[31] Expenses were reported on the 89
returns that reported gross foreign estate and by13 returns which only reported U .S . assets. This,
latter group showed deductions of $519,527.

[201 Code section 2102(c) . Estate tax returns a, not
required if taxable estate was less than $60,000,

erefore, these estates are not included in the
statistics. I

[21] Two limitations are imposed on the credit that the
estate of a nonresident alien can take forState death
taxes. Under Code section 201 1 (b), the credit is
limited to a certain percentage of "adjusted taxable
estate ." In addition, under Code section 2102(b), the
State death tax credit is limited to a percentage
determined by dividing the value of property on which
the State tax is imposed by the nonresident alien's
gross U .S . estate .

(22] This credit applies only to gifts made before 1977
of property that was subject to gift taxation and which
is included in the decedent's gross U .S . estate. With
the unification of the estate and gift tax systems by
the Tax Reform Act of 1976, the credit is no longer
necessary.

[1161 In addition, deductions are limited to the amount of
property included in gross U .S . estate .

1171 For example, if gross U .S. estate equals $1 million,
gross worldwide estate equals $2 million, and ex-
penses under Code sections 2053 and 2054 equal
$500,000, then the allowable deduction under Code
section 2106(a)(1) equals :
($1 million/ $2 million) x $500,000 = $250,000

[181 A marital deduction may be allowed the estate of a
nonresident alien under an applicable tax treaty . For
example . Article 8 of the Estate and Gift Tax Treaty
Between the United Kingdom and the United States
allows a marital deduction (to the extent it is allowed
to a U .S .-domiciled decedent) for transfers of U .S .
property by a I.I .K.-domiciled decedent to the
decedent's spouse .

[231 Code sections 2031, 2103 .

[24] In 1988, Code section 2102 was amended so that
the rates imposed on U .S. persons under Code
section 2001 apply to the estates of nonresident
aliens who died after November 10, 1988 .

[251 Code section 2056 . There are a number of limita-
tions on the deduction where the interest passing to
the surviving spouse is a terminable interest .

[261 Code sections 2055, 2106(a)(2) .

[27] Code section 201 0.

Nonresident Alien Estates, 198 6

Code section 2102,

Gross foreign estate, as well as gross worldwide

estate, may be underreported since only 89 returns
reported an amount for foreign gross estate .

pol As used in this article, "other property" includes all
property other than cash and accounts receivable,
corporate stocks and bonds, real estate and Mort-
gages, and government securities .

42 9

[311 Expenses were reported on the 89 returns that
reported gross foreign estate and by 13 returns which
only reported U .S- assets- This latter group showed
deductions of $519,527.

(321 The amount for the charitable and marital deduc-
tions are combined on the Form 706NA, United States
Estate Tax Return, Estate of nonresident not a citizen
of the United States. However,ten returns, accounting
for the bulk of the combined chaiftable and marital
deductions had an attached schedule indicating the
amount of the marital deduction .
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Forms and Instruction s

The forms and instructions shown in this
this compendium relate to th e

section of
scussed in Sections 2 through 14 .i

't
ud es di forms and instructionsin general, the

appi cable to the tax years covered in each
tion are presented here .

sec

Contents

Form 706NA and Instructions (Revised November

1987)
Estate (and Generation-SkippingUnited State s

Transfer) Tax Return, Estate of Nonresident
Not a Citizen of the United States, p . 433 .

ons (1987 )Form 940 and Instruct i
Employer's Annual Federal Unemployment (FUTA)
Tax Return, p . 435 .

Form 1040 (1987 )
U .S . Individual Income Tax Return, p . 437 .

Form 1042S and Instructions (1987 )
Foreign Person's U .S . Source Income Subject
to Withholding, p . 438 .

Form I I 16 and Instructions (1987 )
Computation of Foreign Tax Credit -

Individual , Fiduciary, or Nonresident Alien
Individual, p . 441 .

Form 1118 and Instructions (Revised October
1985 )
Computation of Foreign Tax Credit -

Corporations, p . 444 .

Schedule F, Form 1118 and Instructions
(Revised February 1985)
Computation of Reduction of Oil and Gas
Extraction Taxes, p, 449 .

Form 1118 and Instructions (Revi sed February
1989 )
Computation of Foreign Tax Credit -
Corporations, p . 450 .

Schedule J, Form 1118 and Instructions
(February 1989 )
Separate Limitation Loss Allocation and Other
Adjustments Necessary to Determine Numerators
of Limitation Fractions, Year-End
Recharacterl zati on Balances and OveraJI
Foreign Loss Account Balances, p . 457 .

Form 1120 and Instructions (1987 )
U .S . Corporation Income Tax Return, p . 459 .

Form IlZOF and Instructions (1987 )
of a ForeignU .S. Income Tax Retur n

Corporation, p . 468 .

Form 1120-FSC and Instructions (1987 )
of a Foreign SalesU .S . Income Tax Retur n

Corporation, p . 477 .

Form 1120-IC-DISC and Instructions (1987)

Interest Charge Domestic International Sales
Corporation Return, p . 486 .

Form 2555 and Instructions (1987)

Foreign Earned Income, p . 495 .

Form 3520 and Instructions (Revised May 1987)
reignCreation of, or Transfers to, Certain F0

Trusts, p . 499 .

Form 3520-A and Instructions (Revised May

1987 )
Annual Return of Foreign Trust With U .S .

Beneficiaries, p . 501 .

Form 5471 and Instructions (Revised January
1986 )
Information Return With Respect to a Foreign
Corporation, p . 502 .

Schedule M, Form 5471 (Revised January 1986)

Foreign Corporation Controlled by a United

States Person, p . 510 .

Schedule N,'Form 5471 (Revised January 1986)
Foreign Personal Holding Company, p . 510 .

Schedule 0, Form 5471 (Revised January 1986)
Organization or Reorganization of Foreign

Corporation, and Acquisitions and
Dispositions of Its Stock, p . 511 .

Form 5712 and Instructions (Revised October
1986 )
Election to be Treated as a Possessions
Corporation Under Section 936, p . 512 .

Form 5713 and Instructions (Revised January
1986 )
International Boycott Report, p . 513 .

Schedule A, Form 5713 and Instructions

(Revised January 1986 )
Computation of the International Boycott
Factor (Section 999(c)(1)), p . 517 .
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Year (J I-December 3 1. it
you file a calendar "a, return).

No specific rule determines , heffie,
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. .it . .mplA, .
Unix. 4. and It. It You utunit A
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d I stands at midnight .
A oururalident &Am who, witha

ascitimlo"Us MA1,118411

fp-.
ch- Fo be Wild As .
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mcomeher th, ehve it existed onX2 :c
March 12, more information,linte to

h temal R,xemAe Sadic,
Athm hN C : TPS
950 t'Emiant Phaw Soon, S. W.
W.sh,V- OC20024

Income Received In Prion, Yeso .
Fo a

'" "_

"invid
I '

Z. "d

In r

I S.1 im,
.

e.cl=d Imm , I

.

1.11-
e,

gronamc.. it. .ndtoth.extent.th,
Income ...Id ham theist, cliul.bl, it
you had rectrined it in 1987. To clIfint
the difillithal -I .sism . YOU must
amend your 1986 tes return . To do
this . file For, I O k
Inhourne Earned 1. Pd.Y-.
Fo"'n earned income received in
1987 for -I . you, paheirened I .



1986 may be excluded froxxx Your 1987

you had Mcarled it 1. 1986. DO not
include this inconot in Pad Ill.
fill, you , I-, Insfer, ruff, gh

ement for Farm
2555 shm"ir,11 you ad th eount out
Wuxi- EXThe al"W

that woh- been lduclable In 1986 .7tron,
2555 to the kilt of line 39.

HA

the

.mount wide 'E .zlui .n .1 Income
Earned In 1 986 .' Include it in the total
,ebod,d on line 39 .

7 c~m:Ud

y

df~duc!6L;~Irm

thathd

firutlyre red to I

Note: If

7~ no I

J

;O, J98
.nhpt,

W
Wallin 1.1-d income you a-

Me W return,Z I- may
th=~

do
fir".

filf,
I=z4hued. III

wh'-`
both

as andM. .cm,.M of

comM,h-tion far your pedumal
,unlicas will be considered earned

= I
..ma. Th . .- ..I treated as earned

me. however . may mil Is, Mon
.

than 3096 of firms here .1 the netprofits I-
the trade W business .It

capital I, not an income Producing
.1

., and isoial

"""c" "W"edhe butdru:Incoz, the 3 rule
card, not apply. Y entire gross In .
,ome iseanned incom

e

Use 16. Enter on this line thri ..I- If
m lodging furnished by

Mbehalf of. r employer far his or
he hunce I ble

III

Wmided by your employer if you here May mcld, on you, Form 2555 the
not excluded it on line 16, part Ill . ud tied

U,t,Wa jMM, noI 'Do not Include ded . d if the h.L
and to, -?nt deductible by I secold foreign household.in c Une

I .-nI-sto,kh.Id,, onnection with 19. Enter On this line the number

,m rjhr;lhcus:ir!,. the cost of Wyi,lg I' your qufiifdlj,%,~~ thatW_ . hou
, prindpol

I Ilion you our

d,=.n . rnodgelf-I Mu,lilym, period! I, the Period during

-IM, - - k`h ym,~Zeet theta, name test and

incIude1h.c=fd=ti=, Z11h. the
.

lid, residence test o r

or flit cost of buying the physical presence test.
furniture.1 Example. You establish . tax home and

Using only tooma We residence in a foreign country:n,l,de e .pon res For no on
du ing Periods to which! August 14. 1987. You maintain the
: .T,, ,,_ *1 you, h,*usi., is rdt, IM, from . and ddidenct until J.-My

zl .dld

from Poss fic. . un
31. 1989. You .,a . caternia, year

sectiam 119 (.nMa.. Taxpayer . Th, number of days in your

maintained a second foreign quali lying Period that fall Mthi,,.YOufnd 0

hausehold); an 1987 ouryes, is 14 (August
:1 YOU meet the tax home test and through Decempe, 3

ther the hous fide nedidence test Nontaxable U .S . Go-mmud0,
physical Presence test . All.... cou, If yo. .1 you, likhol,

Sextarrul Fw:1~&nHexcushold . U you neceiNed A mmix-blus housing

mentaturd fre
lor

ign .11.... C . alsta nifit
.

at chilia ,

Ir... ehld Far ypor rox .. and employ. I he Us .1 Oernment. we
depend-ts at

8 ".
other than you, NWication 54 for information on how

Wx ho- because th: [Wiruz condition that .., affect your housing

tax home -e dangerous . exclusion Or deduction .thful ,
fi-mise adenue . you Line 22. Any

a,""
you 'playermay include the of the second WId or incurred!

0 YOU 0household online 18. foreign ea-d mc..-Eded
my U,

eiManded COUPI1L It both you and your g, sxmcz:*r1,,.I1eI, .yer,( .iIh,ut

MMUa quality he the tax bales"

, Udbi c
. 911) should be

For, 2555, "1 each May choose to

hrnrd Mi firn, 'in.

exclude
Or

deduct Md
Of you, foreign Examples of employ" P-ided

housing expenses . amounts are:
If you Mid our I . In, n ,Wages AZ "I lie, IftelVed

.Me foreign no hold and file a joint Inun you, pl., .,;
glun. . the total Mrolified rnpense, For

-
Id be clal an ithe5,5 or Or x ao .h~'n'.'f"1Onk,'," lid:; in' kind

"20I'Mm Wuse , Form
2555 . How-1 . if YOU twhol your V.., _

n
sh You,

ployer

from your 1- . Under section 119 . he d Iif , I1,Pe 1= w!~-- de,,~:," I
See Publication 54 for candition, uncle, pr-.%. .d ,

. he x, T, long a it is not Mcluded an fine

Iwhich you may exc'niethe
value M

rdoj Im, t , esp.-. on his or her

s
. Pad In):

employer
meet, M todfiling. cam 2555 . only the qualified ..pxm- ,R.nt Paid by you,

Part IV

_1-,uZd du attly to you, landlord : and.,=.I,h, ;;~orlxvr
1. h ..;,egloamfile Amounts Id by you I,,%a

If M .futictIndn, the h Iliad dfin,W11. 1%Us'

. ad =y2l or you ,.
.fusion Mdaduct

.

. I
h`--S1':ela'U-'-- the "urlh',u p. educational expel- p1r .,

eamedincorm - n del. an your F dependent, Orr A, part 0 a tax
W twice. ;:d V each ma

y

PgM_ 2,,,. n,;.y U, , *,-ILuti,n plan .
U. . 18. Enter the total

--Me OF the
. on orso vd,l"111111 11 -11 If you'

d *1 I-Illoof dul r a M, A915
. Fare

n Mcurrelp"I"I

"

to4, *~7od d pend. They

Fa r
It you arld y-, p-. filed in wII-pI,,jment Incom

. . .." "- 21

0 'he for

thU.ugh2 ndfunt., ze .-In.25 .
pa of

separate foreign households . you each
A

you may

Fycam

he We

:i1ledelpenser, W Part V

a expenses I _d _

215ht5 only
I
:- (1) You, lux. homen earned income exclusion . completeEl1-1~ U's.- --h

.donyoullassinut. If you c To cl.im the foreign
"Pa

I later) . waxamallothin, -n.bi.
-.utin 1; and this part to figure the amount of your

n . .1 -W
rUciu,ion.not t!g(2)exkh~a Uw houxxtho.thd no M ad C;aup a& if both

t.lish or stan,agam, under in
." feeprom t~~

and Y" I rRhM .
no

ne
he ie

dr, distance of the Mh- I--, tat,
Ityrfier,rund h

I"! is ad Income Mictuslon,t~j~

of The

im ou nint . Me. This I, true -n If frayu and your, clul*n 1, Figured
.turn . If Urs ~a OF iniu. you ewg

-I am porsawal property I=). ==Nl) and (2) abMe are separately to, .h'

Ill 0
Must cam

-
a Pan V of your seloaratemunalundeol. I- paid to obtain . not me. M, n, of you May ct I, fire Forms 245 !usese.-tal M Furniture and cluou'r, or dductism. This is

hin"If
you., 's.act--ld-lb, true ~nxxnu.fty 1 . .. . Th. amount ftl Parking .and mr,.

may also m, if ~1,= file the -Wsion that,ted by the

Ou.1it not cl.im . ulcome-splitting -nl.ns of Pars . 3klxI- - fair - .1 hors'n,
uum, Or deduction.Immun, ci-

3520 of or .... ..

Creation Transfers to Certain Foreign Trusts(u..

m-m-M, must be In the English language.
L- Show amounts in United State.d -

a , ~ Z'..dof ~,Tr.,,m1.,ro, .

-C .- or
'Y_a I i.c.., ix_ Ihl Ill ... ..

F- COW-41-und--ho, Is,, t,,-1-t ,

AT-

(9) --

L1Us-1----

0 of
ull, hr' . v'~ but! to ,, j-,

.in

12 xnxt~Uxt~ ,in .. off.to xCh
,,h or h, ,

-ours
. xi~ _~k

lh,

or

Ithor
h

mayus"'.

- 3520 - is,

0 y

community poperty laws Th. lum .1 one-year E-yover. If the amount an 1 .1-43 .11theam.uMnlinfix, Is

the amount fig-dwisustelytIl line 40 isM. than the amount on If- -. then the amount line 44 andeach
.1 you, ' "" "" amount 43. ou may "rq the ditfinfunc. , could ml, deduct all '::Vr 19

. .Iud. on . pin~ '.turn
. to

YOU '91" "' 'a'
'rot r.usm, deci.. - 1986

Part VI
Tjw 088 ImUlt.n . ;= deduct limitation, complete the woftheat

you the . . .. 1 . 19aS. you may not carry beic, to figure the mount to enter on
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